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ABSTRACT

Indonesian SMEs in the furniture industry in Central Java play an important role in
economic development and income growth. However, increasing business competition
has placed SMEs in a vulnerable position due to their limited resources. Undoubtedly,
their success in responding to the challenges of the business environment depends, in
great part, on their strategy for engaging in entrepreneurial behaviours.
Entrepreneurial orientation (EO) - in other words, organisational-level entrepreneurial
behaviour - has been identified in previous studies as influencing firm performance.
However, other research has been unable to confirm a positive relationship between EO
and firm performance that indicates that EO may, at least sometimes, lead to superior
performance. To date, there is no significant study of EO and its association with
performance within the context of Indonesian SMEs, particularly in the furniture
industry in Central Java. Hence, the main objective of this thesis is to investigate
empirically the relationship between the EO and firm performance of Indonesian SMEs
in the furniture industry in Central Java. This thesis attempts to address three research
questions: (1) Which EO dimensions, as identified in the literature, have been
demonstrated by Indonesian SMEs in the furniture industry in Central Java? (2) How
are EO dimensions expressed by Indonesian SMEs in the furniture industry in Central
Java? and (3) Which EO dimensions influence the performance of Indonesian SMEs in
the furniture industry in Central Java?
This study used a quantitative approach in Phase One and a qualitative approach in
Phase Two. The sample used in this thesis was Indonesian SMEs in the furniture
industry in Central Java, selected for its significant contribution to regional economies,
as well as the national economy. The respondents were the owners/managers of SMEs;
these individuals are considered to have the most comprehensive knowledge about their
organisation’s characteristics and strategy, including EO adoption in their firms.
In Phase One, a face-to-face questionnaire survey was conducted using 150
respondents. Exploratory factor analysis, confirmatory factor analysis and structural
equation modeling were used to analyse the quantitative data. In Phase Two, in-depth,
face-to-face interviews were carried out with thirteen of the respondents who had
participated in Phase One. Interviews were also carried out with advisors from
government agencies and organisations related to the furniture industry in Central Java.
Content analysis was applied in analysing the resulting qualitative data.
This study confirms that a sample of Indonesian SMEs from the furniture industry in
Central Java has adopted the five EO dimensions identified in the literature: autonomy,
innovativeness, risk-taking, proactiveness and competitive aggressiveness. This study
supports the concept that EO has a multidimensional nature, implying that each
dimension of EO can vary independently. These findings also support the arguments of
entrepreneurship scholars that the EO scale might be applied in non-western countries
as well as in SMEs contexts, even though these contexts differ from where much of the
original research was carried out. This study suggests that entrepreneurial firms could
xi

seek to develop various combinations of the EO dimensions to increase their
performance in a given context.
This study reveals that the implementation of EO dimensions within a sample of
Indonesian SMEs in the furniture industry in Central Java is influenced by several
factors: the nature of SMEs (e.g., dominant position of owner/manager, lack of
resources); the culture of Indonesia, particularly Java (e.g., low uncertainty-avoidance,
conflict avoidance and maintaining harmony); the characteristics of the furniture
industry (e.g., subcontracting, relatively less dynamic); and the nature of the external
business environment (e.g., lack of government support). The contributions of these
factors may be responsible for the behaviour of the SMEs sample in implementing some
EO dimensions, such as autonomy, innovativeness and competitive aggressiveness,
which differ from those that have been reported in the literature. This supports Lumpkin
and Dess’s argument (1996) that the relationship between EO and firm performance
may be context-specific.
This study shows that proactiveness is the only EO dimension to have a positive and
significant relationship with firm performance. This finding is in line with several
studies that also used SMEs as samples such as in Australia (Lin 2007), Sweden
(Frishammar & Andersson 2009; Andersén 2010) and Thailand (Pansuwong 2009).
This supports the argument that the essence of entrepreneurship is the ability to detect
an opportunity in the marketplace and the willingness to pursue and exploit it.
This thesis strengthens understanding of the EO concept and its relation to SME
performance within a context different to those reported in the past. Furthermore, this is
the first EO study, at least in Indonesia, to combine qualitative and quantitative research
methods. By integrating both quantitative and qualitative methods, this study allows the
researcher to provide a rich, deep and comprehensive explanation to address its research
questions. The study’s empirical findings provide the basis for recommendations for
SMEs in enhancing their EO, and for policy-makers to design entrepreneurship support
programs and initiatives for SMEs.
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CHAPTER 1
INTRODUCTION

1.1

Background of the Study

Small and medium enterprises (SMEs) play a vital role in economic development and
income growth. SMEs make a major contribution to regional incomes, as well as a
nation’s economy, by creating jobs, producing essential goods and services and
promoting the development of rural economies (APEC 2003; Gray 2006). Due to their
significant benefits, SMEs have in recent years increasingly become the focus of policymakers, as well as scholars in academic disciplines including strategic management and
entrepreneurship (Zahra 2007).
In Indonesia, SMEs1 account for more than 99.8% of the total number of enterprises.
They contributed 53.6% of the Indonesian Gross Domestic Product in 20082.
Furthermore, of the 6.3% of economic growth in Indonesia during the same period, as
much as 2.4% came from SMEs (Ministry of Cooperatives and SMEs of the Republic of
Indonesia 2009). SMEs in the furniture industry, in particular in the province of Central
Java, are acknowledged as one of the major contributors to the Indonesian economy as
this industry has great potential to contribute to both domestic and international trade.
As a labour-intensive industry, it can provide a significant number of jobs.

A particular interest in Indonesian SME development is also due to the fact that during
the turbulence of the Indonesian business environment caused by the 1997-1998
economic crisis, Indonesian SMEs, particularly in the furniture industry, showed
superior survival ability compared with relatively larger-scale enterprises. SMEs’
greater adaptability to the changing economic environment has allowed them to survive
during economic slumps (Hill 2001; Sandee, Andadari & Sulandjari 2002). This may

1

The official definition of Statistics Indonesia (Badan Pusat Statistik) was applied in this study
to define SMEs; that is, firms that employ five to ninety-nine employees.

2

The figures are based on the latest data available.

1

partly be because the majority of SMEs rely more on local materials and less on
imports. For SMEs that export their products, such as those in the furniture industry, the
depreciation of the rupiah against the U.S. dollar during the crisis improved their pricecompetitiveness; this, in turn, increased their exports (Posthuma 2003; Tambunan
2005).

Unlike the 1997-1998 economic crisis, the global financial crisis of 2008-2009, which
hit firms around the world on a scale not seen since the Great Depression of the 1930s
(Barron, Hultén & Hudson 2012), has particularly hurt those Indonesian SMEs that
exported their products. The crisis caused a significant decline in the demand from the
US and Europe. Consequently, SMEs’ revenues and profits dropped as well. In contrast,
for SMEs that serve domestic markets, the negative impact of the crisis was less
pronounced (Sugarda & Tambunan 2009).

Despite their contributions to the nation’s economy, increasing business competition has
placed Indonesian SMEs in the furniture industry in a vulnerable position. They have to
prepare themselves to face an increasingly competitive world with limited capital,
physical and knowledge resources. Undoubtedly, their success in responding to business
environments challenges depends, in great part, on their strategy for engaging in
entrepreneurial behaviours.

Entrepreneurship has been considered as a principal driving force for firms’
productivity and growth (Aloulou & Fayolle 2005) that leads to substantial benefits for
the economy (van Praag & Versloot 2007). Conceptual and empirical evidence has
suggested that entrepreneurial activities could strengthen and enhance the performance
of enterprises, particularly SMEs (Covin, Green & Slevin 2006).

A key concept of entrepreneurship that has become a focus of scholarly attention is
entrepreneurial orientation (EO): that is, organisational-level entrepreneurial activity
(Covin & Slevin 1991; Kreiser, Marino & Weaver 2002; Covin & Lumpkin 2011;
Covin & Wales 2012). EO refers to the strategy-making process that provides
organisations with a basis for entrepreneurial decisions and action (Lumpkin & Dess
1996; Wiklund & Shepherd 2003; Rauch et al. 2009). EO is “a key ingredient for
2

organisational success” (Lumpkin & Dess 1996, p151), and has been found to lead to
higher performance (Zahra & Covin 1995; Wiklund & Shepherd 2003). In other words,
firms are likely to benefit from pursuing and adopting EO (Wiklund & Shepherd 2005).

Miller (1983) was the first to propose the operationalisation of the EO construct as
comprising a firm’s innovativeness, risk-taking and proactiveness. Lumpkin and Dess
(1996) later proposed two additional dimensions that are critical to describe an
entrepreneurial firm: autonomy and competitive aggressiveness. Hence, a firm’s
entrepreneurial orientation refers to its propensity to act autonomously, engage in
innovation, perform risk-taking activities and react proactively and aggressively to
outperform competitors in the marketplace (Lumpkin & Dess 1996).

Arguments among researchers exist about the extent to which EO dimensions need to be
present for a firm to be considered entrepreneurial. Miller (1983) suggested that only
firms that possess all EO dimensions to a similar extent should be considered as
entrepreneurial. In contrast, Lumpkin and Dess (1996) argued that any firms that engage
in an effective combination of EO dimensions can be considered as entrepreneurial.
This implies that to become an entrepreneurial firm, it is not necessary for all five EO
dimensions to coexist (Chow 2006). As EO is a multidimensional concept, the effect of
each of its dimensions on firm performance can be observed independently (Lumpkin &
Dess 1996).

Entrepreneurship research so far has focused on EO in the context of large companies,
rather than SMEs (Aloulou & Fayolle 2005; Frishammar & Andersson 2009). However,
Rauch et al. (2009), who conducted a meta-analysis of EO studies, suggested that the
influence of EO on performance is more obvious in small firms. The rationale is that
while EO adoption is typically examined through top management (Covin & Slevin
1989), in small firms the owner-manager who leads the firm greatly influences its
culture and entrepreneurial manner. Previous studies (e.g., Dess, Lumpkin & Covin
1997; Knight 2000) also suggested that SMEs with an EO are more likely to perform
better than those that lack such an orientation. Given the specific nature of SMEs, there
is a need to investigate how they adopt and implement EO in relation to their
performance, as this may differ from the ways EO is implemented in larger firms.
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A large number of empirical studies have reported that EO has a positive effect on firm
performance (e.g., Wiklund & Shepherd 2003; Keh, Nguyen & Ng 2007; Li, Huang &
Tsai 2009). However, other researchers (e.g., Covin, Slevin & Schultz 1994; Slater &
Narver 2000; Lee, Lee & Pennings 2001; Hughes & Morgan 2007) were unable to
identify a positive and significant relationship between EO and firm performance. These
mixed findings indicate that EO may, but not always, lead to superior performance
(Kusumawardhani, McCarthy & Perera 2009).

There may be some reasons for these inconsistent findings. Different research
methodologies, research designs and sample selection are some of the factors that might
contribute to the different results (Rauch et al. 2009). Firms being examined at different
stages of development might also contribute to contradictory findings, as these firms
face different conditions and needs (Hughes & Morgan 2007).

Many studies have employed the EO measures previously developed in the United
States. Runyan et al. (2012) posited that while EO is well-established in strategy and
entrepreneurship research in the United States, nonetheless it is in its infancy in non-US
business settings. Also, an examination of the literature reveals that the majority of EOfirm performance relationship studies have been conducted in developed (‘western’)
countries, particularly in the US and in European Union countries, in which institutional
development is well established (Kreiser, Marino & Weaver 2002; Rauch et al. 2009;
Hansen et al. 2011). Hence, their findings may not be applicable to firms in emerging
economies, such as in Indonesia, where the institutional and business environment may
be vastly different. This argument is supported by Gamage and Wickramasinghe (2012,
p525) who asserted that “the western entrepreneurship paradigm does not draw on the
deep-rooted settings in society and culture of many developing countries”. Although
two of the previous papers, Kreiser et al. (2010) and Hansen et al. (2011), included
Indonesia in their sample, neither investigated the relationship between EO and firm
performance. Kreiser et al. (2010) studied the impact of national culture on two EO
dimensions: risk-taking and proactiveness, whereas Hansen et al.’s (2011) research
focused on the cross-national validity of the EO scale.
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While Knight (1997a) and Thomas and Mueller (2000) argued that certain dimensions
of EO may differ across countries, Naldi et al. (2007) suggested that national culture
may affect EO adoption. Other entrepreneurship scholars (e.g., Kreiser et al. 2010;
Shinnar, Giacomin & Janssen 2012) posited that various dimensions of cultural values
are one of the principal determinants of entrepreneurial behaviour and activity.
Likewise, a meta-analysis conducted by Rauch et al. (2009) supported the argument that
the EO-performance relationship is stronger on some continents than on others.
Nonetheless, some entrepreneurship scholars (e.g., Zahra, Jennings & Kuratko 1999;
Hayton, George & Zahra 2002) have advised that the way culture affects entrepreneurial
behaviour is largely unexplored. This study of EO in Indonesian SMEs in the furniture
industry in Central Java, therefore, is an attempt to examine the implementation of EO
in a different institutional setting beyond the traditional contexts of the US and the
European Union.
1.2

Problem Statement

Indonesian SMEs in the furniture industry in Central Java have the potential to
contribute significantly to Indonesian economy. However, to survive and thrive in a
dynamic business environment, SMEs have to formulate and implement their strategy
by engaging in entrepreneurial behaviours. One prominent concept of strategy-making
in strategic management and entrepreneurship literature is entrepreneurial orientation
(EO). EO has been identified in previous studies, conceptually and empirically, as
influencing firm performance. Therefore, it is expected that adopting EO may enhance
the performance of Indonesian SMEs in the furniture industry in Central Java,
particularly given that they are widely acknowledged to have resource limitations.

As mentioned above, however, the EO literature also suggests that other studies could
not show a significant and positive relationship between EO and firm performance. The
fact that several studies have found little or no relationship between EO and firm
performance suggests that further investigation of this relationship is necessary.

Furthermore, to date there is no significant study of EO and its association with the
performance of SMEs in Indonesia, particularly in the furniture industry in Central Java.
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Inconclusive findings of EO-firm performance relationship model coupled with the lack
of empirical study of this relationship within the context of Indonesian SMEs in the
furniture industry in Central Java call into question the previous understanding of EO
and its relationship with the performance of SMEs.
1.3

Research Objectives

The main objective of this study is to investigate empirically the relationship between
EO and firm performance of Indonesian SMEs in the furniture industry in Central Java.
The research aims to achieve the following objectives:
1. To empirically investigate whether the EO dimensions identified in the literature
have been demonstrated by Indonesian SMEs in the furniture industry in Central
Java.
2. To provide a better understanding of the entrepreneurial activities of Indonesian
SMEs in the furniture industry in Central Java in expressing each EO dimension.
3. To empirically examine the contribution of each dimension of EO to the
performance of Indonesian SMEs in the furniture industry in Central Java.

In addition, this study attempts to provide recommendations for SMEs and policymakers on how EO adoption can enhance the performance of SMEs in the furniture
industry in Central Java. This study’s findings are also used to suggest directions for
future research on EO.
1.4

Research Questions

Based on the research objectives stated above, this study addresses three research
questions:
1. Which EO dimensions, as identified in the literature, have been demonstrated by
Indonesian SMEs in the furniture industry in Central Java?
2. How are EO dimensions expressed by Indonesian SMEs in the furniture industry
in Central Java?
3. Which EO dimensions influence the performance of Indonesian SMEs in the
furniture industry in Central Java?
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Table 1.1 presents the linkage between research objectives, research questions and gaps
addressed by this study.
Table 1.1 Research Objectives, Research Questions and Gaps Addressed
by this Study
Research Objectives

Research Questions

Gaps to be Addressed

To empirically investigate
whether the EO dimensions
identified in the literature have
been demonstrated by
Indonesian SMEs in the
furniture industry in Central
Java.

Which EO dimensions, as
identified in the literature,
have been demonstrated by
Indonesian SMEs in the
furniture industry in Central
Java?

Lack of empirical evidence of
the dimensionality of EO
demonstration in SMEs and in
the cross-national context,
particularly in Indonesia.

To provide a better
understanding of the
entrepreneurial activities of
Indonesian SMEs in the
furniture industry in Central
Java in implementing each EO
dimension.

How are EO dimensions
expressed by Indonesian
SMEs in the furniture
industry in Central Java?

Lack of understanding of the
expression of EO dimensions
in Indonesian SMEs in the
furniture industry in Central
Java.

To empirically examine the
contribution of each dimension
of EO in the performance of
Indonesian SMEs in the
furniture industry in Central
Java.

Which EO dimensions
influence the performance of
Indonesian SMEs in the
furniture industry in Central
Java?

Inconsistent findings of EO firm performance relationship
model.
Inadequate empirical
evidence of EO-firm
performance model for
Indonesian SMEs in the
furniture industry in Central
Java.

1.5

Scope of the Research

This study investigated SMEs in the furniture industry in Central Java, Indonesia. The
furniture industry has been selected for this study as it represents a resource-intensive
and labour-intensive industry. Furthermore, the furniture industry, particularly in the
province of Central Java, makes significant contributions to the nation’s economy and
job creation.

The population for this study was Indonesian SMEs, i.e., firms that employ five to
ninety-nine workers (Statistics Indonesia 2008), in the furniture industry in Central
Java, Indonesia. The respondents were the owners/managers of SMEs in the furniture
industry, as they were considered as those who have the most comprehensive
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knowledge about the organisation’s characteristics, strategy and performance, including
EO adoption in their firms (Otero-Neira, Lindman & Fernández 2009).
1.6

Research Approach and Methods

This study attempted to investigate the role of EO on the performance of Indonesian
SMEs in the furniture industry in Central Java. A mixed-methods study incorporating
both quantitative and qualitative methods was found to be an appropriate approach to
achieve the best results in addressing the research questions. The use of mixed methods
research allows the researcher to provide generalisation of data derived from a
quantitative approach; at the same time, it facilitates the researcher’s generation of
‘thick and rich’ data from qualitative methods (Teddlie & Tashakkori 2009). The
research design for this study consisted of two phases: quantitative methods in Phase
One and qualitative methods in Phase Two.

In Phase One, a total of 150 questionnaires were distributed face-to-face to
owners/managers of Indonesian SMEs in the furniture industry in Central Java, which
resulted in a 100% response rate. However, five questionnaires were disregarded for
various reasons, giving a final response rate of 96.7% (145 filled questionnaires) from
the total number of questionnaires distributed. This quantitative data was analysed using
explanatory factor analysis (EFA), confirmatory factor analysis (CFA) and structural
equation modeling (SEM).

In Phase Two, in-depth semi-structured interviews were conducted with thirteen of the
SME owners/managers who responded in Phase One. In order to have a comprehensive
picture of SMEs in the furniture industry in Central Java, interviews were also carried
out with buyers and representatives from government agencies, a trade association
(ASMINDO) and a financial institution. Content analysis was used to analyse this
qualitative data.
1.7

Significance of the Research

The contributions of this study consist of four perspectives: theoretical, empirical,
practical and policy. From the theoretical perspective, this study enhances the
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understanding of the EO concept within the context of Indonesian SMEs in the furniture
industry in Central Java, despite the cultural differences between Indonesia and the
western countries where most EO studies have been conducted. The findings of this
study show that the behaviour of the SMEs sampled in this study in implementing some
EO dimensions, such as autonomy, innovativeness and competitive aggressiveness,
were different from the behaviours that have been reported in the literature. Therefore,
this study suggests that some management theories, particularly entrepreneurship
theory, that have been developed in the western world or developed countries may need
to be adapted when they are applied in other cultures or in emerging countries, such as
in Indonesia.

Empirically, this study is considered as the first attempt to understand the
implementation of the EO dimensions within Indonesian SMEs in the furniture industry
in Central Java. This study further explores whether or not EO contributed to the
performance of Indonesian SMEs in the furniture industry in Central Java. By
employing mixed-methods research (quantitative and qualitative methods) to address
the research questions, this study provides a relatively new approach in EO studies,
which have been previously dominated by quantitative research. This approach allows
the researcher to use the strengths of each method to compensate for the weaknesses of
the other. By doing so, the outcomes of this study not only can be generalised but also
can provide more information about the subject being studied.

From a practical perspective, this study offers new insights for owners/managers of
Indonesian SMEs in the furniture industry in Central Java to reinforce entrepreneurial
spirit and develop entrepreneurial behaviour in formulating their firms’ strategy to
achieve a competitive advantage despite their resource limitations. This can be
accomplished by adopting EO in the forms of providing autonomy, engaging in
innovation, undertaking risky ventures and being proactive and aggressive in
competition in the marketplace. However, this study also suggests that not all EO
dimensions implemented within SMEs are associated with performance improvement.
Therefore, SME owners/managers need to evaluate the EO dimensions and emphasise
more strongly the implementation of the dimensions that add value.
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In terms of policy implications, this study provides an effective foundation for
Indonesian policy-makers to develop a strategy to support entrepreneurial activities and,
in turn, the performance of Indonesian SMEs in the furniture industry in Central Java.
1.8

Organisation of the Thesis

This thesis is organised into eight chapters. This chapter outlines the background of the
study, the problem statement, the research objectives and the research questions that are
addressed in this study, and presents the significance of conducting the research.

Chapter 2 discusses Indonesian SMEs. It defines them, and describes their importance,
particularly in the Indonesian economy. It then presents an overview of Indonesian
SMEs in the furniture industry in Central Java.

Chapter 3 critically reviews the existing theoretical concept of entrepreneurship and
entrepreneurial orientation (EO), and discusses the EO dimensions and the arguments
relating to the nature of EO dimensions. A review of empirical research on the
relationship between EO and firm performance is also presented, along with a
discussion of firm performance. This chapter also discusses the influence of culture on
entrepreneurship and EO in particular.

Chapter 4 presents the rationale for the research methods chosen for this study. It begins
with a discussion of research paradigms and research strategy. Based on a review of
research strategy conducted in entrepreneurship and SMEs studies, the chapter provides
the justification to apply a mixed-methods approach in this study. It then discusses a
research design that consists of two phases: quantitative methods in Phase One and
qualitative in Phase Two. This chapter also explains the data-collection and dataanalysis procedures for each phase.

Chapter 5 describes the study’s process of quantitative data analysis, which consists of
five principal stages, along with the findings. The first stage of the quantitative process
is data preparation and screening prior to data analysis. The second stage is the
descriptive statistics of Indonesian SMEs sample and the EO measures. The third stage
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is EFA, which explains how the observed variables are linked to their underlying
factors. The fourth stage is CFA, which is used to assess the construct validity of the
measurements. The fifth stage is SEM, which is employed to estimate the relationship
between EO dimensions and firm performance.

Chapter 6 reports the results of the qualitative data analysis based on interviews
conducted in Phase Two. A profile of the respondents, the implementation of each EO
dimension (autonomy, innovativeness, risk-taking and proactiveness and competitive
aggressiveness), and firm performance are presented in this chapter.

Chapter 7 integrates the overall findings of the quantitative and qualitative analyses to
address the three research questions in this study. The first research question is
answered using the findings from the quantitative data analysis. The second research
question is addressed based on the results of the qualitative data analysis. The third
research question is answered using both quantitative and qualitative data-analysis
findings.

Chapter 8 presents a conclusion based on the findings of this study. This chapter also
discusses the contributions of the study and acknowledges its limitations. The chapter
then offers recommendations for those who might be conducting similar research in the
future.
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CHAPTER 2
INDONESIAN SMALL AND MEDIUM ENTERPRISES

2.1

Introduction

The previous chapter presented an overview of this study, outlined the background,
research problem and research questions and identified gaps of knowledge in the
entrepreneurial literature that are addressed in this study. The significance of the study
was also highlighted. Due to the significant roles of SMEs in societies worldwide, this
chapter aims to review the important aspects of SMEs, particularly in Indonesia.
Sections 2.2 and 2.3 present the importance of SMEs in general and in Indonesia,
respectively. Section 2.4 outlines the definition of SMEs, specifically as it applies in
Indonesia. Section 2.5 reviews SMEs in the furniture industry in Indonesia. Section 2.6
describes the wood-furniture industry in Central Java, and Section 2.7 concludes this
chapter.
2.2

The Importance of SMEs

Small and medium enterprises (SMEs) have been recognised for their pivotal roles in
economic development in developing as well as in developed countries. They have been
many economies’ primary source of employment and output growth. Hill (2001)
suggested that SMEs typically employ 60% or more of a country’s industrial workforce
and generate up to half of the relevant sector’s output.

In Asia-Pacific Economic Cooperation (APEC) countries, there were about seventyseven million SMEs in 2008 (Hall 2008). They engaged in a wide variety of operations,
such as village grocery stores, restaurants, workshops and manufacturing. SMEs
contributed about 40% of the total employment of APEC economies, and they created
most of the job growth as they usually employ wage-earning workers (Hall 2008). Due
to their contributions not only to the economy but also to the welfare of the society,
national as well as international agencies have paid a great deal of attention to
supporting the development of SMEs.
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SMEs comprise more than 99% of businesses in APEC countries (Hall 2008). Of this
number, as many as thirty million SMEs operate in China, and approximately twenty
million in Indonesia (Figure 2.1). The large population in these two countries is
believed to be a factor underlying the significant number of SMEs compared to other
countries.

Figure 2.1 Number of SMEs in APEC Countries (millions).
Adopted from Hall (2008).

The terms ‘small business’ and ‘small and medium enterprise (SME)’ are sometimes
used interchangeably, since medium-sized firms share many of the characteristics of
their smaller counterparts (Schaper & Volery 2004):
•

They are independently owned and operated.

•

The main decision-making functions rest with the owners, who usually also
work full-time in the firm (accordingly, they are often referred to as ‘ownersmanagers’).

•

They are closely controlled by owners-managers.
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•

The owners contribute most, if not all, of the operating capital. They take the
responsibility of funding the business idea, bear the risks (such as potential
bankruptcy) if the project fails, and are entitled to most of the profits if it
succeeds.

2.3

The Importance of Indonesian SMEs

In Indonesia, SMEs constitute about 99.8% of total enterprises. As the majority of these
SMEs are labour-intensive, with this large proportion, there is no doubt about the ability
of SMEs to generate more employment than larger firms. More than 96% of total
employment is generated by Indonesian SMEs (Najib & Kiminami 2011). By providing
employment, SMEs play an important source of income for many households, whether
it is primary or secondary income.

As some SMEs not only serve domestic but also international markets, they are
recognised as having another important role in Indonesia as the source of foreign
exchange, especially from non-oil and gas exports, to which SMEs contributed about
20% to export development. In addition, SMEs contribute more than 53% to the
Indonesian GDP (Ministry of Cooperatives and SMEs of the Republic of Indonesia
2009)3.

The significant role of SMEs for the Indonesian economy was clearly demonstrated
during the 1997-1998 economic crisis: they showed superior survival ability due to their
flexibility in adapting to the changing economy during those economic slumps (Hill
2001; Sandee, Andadari & Sulandjari 2002). Considering SMEs’ role as the engine of
the nation’s economy, their long-term viability is crucial. For this reason, the Indonesian
government has formulated and implemented various programs to support the
development of SMEs, including financial and technical assistance.

3

The figures are based on the latest data available.
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2.4

Definitions of SMEs

To date, there is no single definition for an SME, either nationally or internationally, as
definitions vary by country and organisation. The type of industry also affects how
SMEs are defined. Various indicators are used across the world to define SMEs, but
number of employees and monetary measures (such as value of assets and sales or
turnover) are commonly used. For example, the American Small Business Association
defines a small manufacturing company as a firm with 500 or fewer employees, whereas
retail companies are defined as small if they have US$6 million or less in terms of
annual revenues (APEC 2003). In contrast, the European Union defines SMEs as firms
with fewer than 250 employees. It also distinguishes small firms as having fewer than
fifty employees (Holmes & Gibson 2001).

In very general terms, APEC (2003) defines SMEs as enterprises that employ fewer
than 100 people. A small firm is defined as having between five and nineteen
employees, and a medium firm between twenty and ninety-nine employees. The SME
Department of the World Bank works with a definition of SMEs based on the number of
employees, assets and revenue; i.e., up to 300 workers, total assets up to US$15 million
and total annual sales up to US$15 million (World Bank 2001).

In Indonesia, different definitions of SMEs are provided for statistical and policy
purposes (Table 2.1). The Ministry of Cooperatives and SMEs as well as the Central
Bank of Indonesia apply monetary measurement units (assets and sales) to classify the
size of businesses. Their definition of SMEs is based on the Law of the Republic of
Indonesia No. 20/2008. On the other hand, Statistics Indonesia (Badan Pusat Statistik)
uses the number of full-time employees to define SMEs.
According to Curran and Blackburn (2001), researchers and policy makers prefer to use
number of employees to define SMEs. It is an objective measurement, and employment
data is relatively easier to obtain directly from firms than financial information, as the
SMEs might be worried that such information might reach other parties, particularly
their competitors (Curran & Blackburn 2001). Similarly, this study applies the
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definition of SMEs from Statistics Indonesia (Badan Pusat Statistik), and defines SMEs
based on the number of full-time employees.
Table 2.1 Official Definitions of SMEs in Indonesia
Category

Law of the Republic of Indonesia No. 20/2008 *

Micro
Enterprise

Net Assets (not including land
& buildings used for business)
Max of Rp 50 mil
(± US$ 5,400)**

Small
Enterprise

Rp 50 mil – Rp 500 mil
(±US$5,400 – US$54,000)

Medium
Enterprise

Rp 500 mil – Rp 1bil
(± US$54,000 - US$108,000)

Annual Sales

Statistics
Indonesia (Badan
Pusat Statistik )
Employees

Max of Rp 300 mil
(± US$ 32,000)

<5

Rp 300 mil – Rp 2.5 bil
(± US$32,000 US$270,000)
Rp 2.5 bil – Rp 50 bil
(± US$270,000 - US$5.5
mil)

5 – 19

20 – 99

Notes:
* : This definition is applied by the Ministry of Cooperatives and SMEs as well as the
Central Bank of Indonesia.
** : US$1 = approximately Rp 9,200 (exchange rate in April 2012).

2.5

SMEs in the Furniture Industry in Indonesia

The furniture industry plays a very important role in the Indonesian economy, as this
industry has great potential not only for domestic but also international trade. More than
70% of Indonesian furniture products are made of wood. Indonesia is a country with
rich tropical forests providing plentiful material for a wide range of furniture products
(Ministry of Trade of the Republic of Indonesia 2008). The most commonly used wood
for high-quality furniture are teak and mahogany. It is no surprise that the furniture
industry in Indonesia is considered a resource-intensive4 as well as labour-intensive
industry. The wood-furniture industry in Indonesia employs approximately two million
people directly, and an additional eight million workers indirectly (Ministry of Trade of
the Republic of Indonesia 2008).
In the global market, Indonesia is one of the biggest furniture exporters in the world,
along with China, Italy, Vietnam and Malaysia. The export value of Indonesian wood

4

A resource-intensive industry is an industry that utilise natural resources as materials, such as timber.
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furniture – one of the ten major commodities that contribute to Indonesian foreign trade
– has been fluctuating since 2000 (Figure 2.2).
3

Value (billion $)
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Figure 2.2 Export Value of the Indonesian Wood-Furniture Industry (billion US$)
Source: Statistics Indonesia (2011, reprocessed)
Despite the intense competition in the global furniture industry, the export values of
Indonesian furniture increased between 2000 and 2007. The rise in value in this period
was in line with trends in the furniture trade worldwide (Voutsinas 2006). However,
export values decreased beginning in 2008 and continuing to mid-2009 before
increasing again in 2010. The global financial crisis may have influenced this decline as
demand from designated countries, such as the United States and European countries,
fell during the crisis when consumers came to consider wood furniture as a nonessential product (Tambunan 2009; ASMINDO 2011). Clearly, its demand is strongly
affected by economic fluctuation, and an economic downturn will considerably
influence the demand for, and purchase of furniture (Andadari 2008).
The United States is the largest foreign market for Indonesian furniture. In 2007, almost
30% of Indonesian furniture was exported to the United States. In 2010, however, the
proportion of furniture products exported to the United States decreased to 26.82%
(ASMINDO 2011). Other important foreign markets are Japan and some European
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countries, such as France, the United Kingdom, the Netherlands, Germany and Belgium
(Figure 2.3).

Netherlands, 5.88
UK, 8.82

Germany, 4.99
Belgium, 4.05
Italy, 2.39
Australia, 2.86
Malaysia, 2.19

France , 9.77

Japan, 10.88

Other, 28.79

Others, 21.35

USA, 26.82

Figure 2.3 Destination Countries of Indonesian Furniture Exports 2010
Source: ASMINDO (2011)
SMEs are the major players in the furniture industry in Indonesia (Sugarda &
Tambunan 2009). As some of these SMEs not only serve domestic but also international
markets, they are recognised as having another important role in Indonesia as a source
of foreign exchange. SMEs in the furniture industry benefited from the economic crisis
that hit Indonesia in 1997-1998. As this industry depends heavily on local materials,
numerous players in this industry enjoyed a windfall gain as the rupiah depreciated
hugely, and consequently the price of this product in global market became relatively
cheaper (Posthuma 2003; Loebis & Schmitz 2005). The high profits of this period
attracted new, more mediocre players to enter the wood-furniture industry. These rent
seekers tried to seize the opportunity to compete in the global market. When the
economic crisis was under control and the exchange rate of the rupiah became stable,
however, many players in the industry whose products were not competitive had to
close their businesses. The global financial crisis of 2008-2009, as mentioned above,
also adversely affected some SMEs in the furniture industry.
At present, wood-furniture producers in Indonesia face some problems, in terms of both
input and output. Input-side problems are related to the availability of raw materials,
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while output-side problems are associated with more intense competition in the market
(Loebis & Schmitz 2005). This means that SMEs, as the majority of the players in this
industry, have to operate in an unfavourable business environment.

On the input side, the wood-furniture industry faces problems related to the scarcity of
raw materials due to illegal logging and massive deforestation, which has led to an
increase in timber prices (Posthuma 2003; Loebis & Schmitz 2005; Directorate General
of Agro and Chemical Industries of the Ministry of Industry 2008). In addition, limited
competencies, such as the lack of new product design and innovation, lack of marketing
efforts, inefficient production and inconsistent product quality, are other problems
commonly found in this industry (Posthuma 2003; Loebis & Schmitz 2005).

Problems on the output side are related to the intense competition in the furniture
industry, as more and more players, especially from Asian countries such as China,
Malaysia and Vietnam enter the global market (Ratnasingam & Ioras 2003). The
participation of these furniture firms in international markets is in response to the
increasing global demand for wood furniture, which in turn provides opportunities for
industry players to expand their markets (Posthuma 2003). The importance of taking
part in international markets is also supported by Otero-Neira et al. (2009), who
investigated furniture manufacturers in Europe. Their findings showed that participation
in global markets will play a pivotal role in the success of the furniture industry in the
future.
2.6

The Wood-Furniture Industry in Central Java

Wood-furniture producers are scattered around fourteen of the thirty-three provinces in
Indonesia. In fact, the production of wood furniture is concentrated in Java. One of the
central areas of this industry is the province of Central Java. This province has a longstanding tradition of wood craftsmanship. Wood-furniture production, particularly
woodcarving, has been practiced in Central Java since pre-colonial times (Ewasechko
2005). In the 1980s and 1990s the industry profited from growth in the domestic
consumer market among the growing Indonesian middle class. During this period, this
industry became well-known throughout Indonesia (Ewasechko 2005).
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Wood-furniture producers can be found in clusters in some regions in Central Java. By
2010, more than thirty furniture clusters existed in this province. Jepara, by far the
biggest cluster, is the most prominent region in wood-furniture production. The
uniqueness of their handcrafted design of furniture has made this region famous not
only in domestic but also in international markets. The other important clusters of
wood-furniture production in Central Java are Semarang, Klaten, Sukoharjo, Surakarta
and Karanganyar.

The role of this province is vital: it contributed about 30% of national wood-furniture
production and provided 30.1% of employment in the wood-furniture industry in 2009
(Central Java Industrial and Trade Office 2010). It has been suggested that Central Java
be named a Centre of National Furniture Development (Central Java Industrial and
Trade Office 2010).
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Figure 2.4 Export Value of Wood-Furniture Industry in Central Java (million US$)
Source: Statistics Indonesia (2011, reprocessed) and Central Java Industrial and Trade
Office (2011, reprocessed)
In Central Java, wood furniture is the largest contributor to provincial exports, even
over other prominent commodities such as garments and textiles. Similarly to the
national figures, the export values for furniture in Central Java have been fluctuating
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(Figure 2.4). The values increased in 2005 and 2006, but decreased in 2008 and 2009,
possibly due to the global financial crisis.
The majority of the wood-furniture producers that serve international markets, however,
do not export their products directly. Local as well as foreign buyers, who are also
commonly labelled as traders or middlemen, appear to function as intermediaries in
facilitating exports. This means that buyers/traders/middlemen play a pivotal role in
connecting producers to final consumers in other countries. Moreover, it is not
uncommon that these buyers/traders/middlemen provide designs and specifications to
be fulfilled by furniture producers. This implies that the wood-furniture industry in
Central Java penetrates the global market through buyer-driven products.

SMEs are the major players in the furniture industry in Central Java, constituting more
than 99% of the total establishment in this industry (Directorate General of Agro and
Chemical Industries of the Ministry of Industry 2008). The contribution of SMEs to the
furniture industry is crucial to the national as well as the local economy; and yet, they
are in a vulnerable position due to both the internal and the external business
environments. Considerable effort is needed to ensure the sustainability of SMEs in the
furniture industry in this province. Some SMEs with entrepreneurial behaviour are
likely to survive and even thrive. As discussed previously, past research suggested that
by implementing EO, SMEs may perform better than those that lack such an orientation.
A study to investigate the role of EO in the performance of Indonesian SMEs in the
furniture industry in Central Java, therefore, is needed to provide an understanding of
the adoption of EO, a concept that has been formulated and developed until now almost
entirely in a western context.
2.7

Summary

The important role of SMEs has been intensively discussed in the literature. In most
developing countries, such as in Indonesia, the contribution of SMEs to employment
and economic growth has been increasing over time. Although SME definitions vary
across countries and organisations, they share common attributes; for instance, they are
independently owned and operated, and closely controlled by owners who are usually
also managers. This study used the Statistics Indonesia definition of SME based on the
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number of full-time employees; i.e., a firm that employs five to ninety-nine full-time
workers.

In Indonesia, SMEs in the furniture industry are widely acknowledged for their roles in
the national as well as local economies. Central Java, with its long-standing tradition of
wood craftsmanship, is recognised as one of the central areas of the wood-furniture
industry. However, at present, SMEs in this industry have to operate in an unfavourable
business environment due to problems with both input and output. Lack of raw
materials and competencies, coupled with more intense competition in domestic as well
as international markets faced by SMEs in the furniture industry, have brought them to a
susceptible position. To grow and thrive, these SMEs need to formulate and implement
appropriate strategies by developing their entrepreneurial spirit through the
implementation of EO. Therefore, it is interesting to understand the role of EO and
whether and how Indonesian SMEs in the furniture industry in Central Java are
implementing EO to improve their firm performance.

The next chapter will review the literature of entrepreneurship and EO, including EO
dimensions. It will also discuss the role of EO in enhancing firm performance,
particularly for SMEs, and the influence of culture on entrepreneurship and on the
implementation of EO.
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CHAPTER 3
LITERATURE REVIEW

3.1

Introduction

The previous chapter presented an overview of Indonesian SMEs, particularly in the
furniture industry in Central Java. It discussed the significant role of SMEs in the
furniture industry, and their importance to the Indonesian economy. The definition of
SMEs applied in this study was also presented. The chapter emphasised the need for
SMEs in the furniture industry in Central Java to formulate and implement appropriate
strategies due to problems with internal and external environments in this industry.

The objective of this chapter is to critically review the existing literature in
entrepreneurship and EO. The discussion begins with a review of the entrepreneurship
literature in Section 3.2, including the role of entrepreneurship in the macro as well as
the micro economy. Several definitions of entrepreneurship are also presented. Section
3.3 reviews EO literature and previous studies of EO. Sections 3.4 and 3.5 discuss the
dimensions of EO and the arguments about the nature of EO dimensions respectively.
Section 3.6 presents a review of the links between EO and firm performance, followed
by a review of firm-performance literature in Section 3.7. The influence of culture on
entrepreneurship and EO is discussed in Section 3.9. This chapter concludes with a
summary.
3.2

Entrepreneurship

Entrepreneurship is widely claimed as a vital component in the process of economic
growth and development (Carree et al. 2002; Henderson 2002). It provides millions of
job opportunities, offers a variety of consumer goods and services and generally
increases national prosperity and competitiveness (Covin & Slevin 1991; 1999;
Henderson 2002; van Praag & Versloot 2007). Numerous scholars have been attracted
to investigating entrepreneurship, as its activity contributes not only to macroeconomic
outcomes, but to business performance. Brown et al. (2001) argued that
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entrepreneurship is relevant to firm performance, regardless of the firm’s size, type or
age.

To date, however, there is no single definition of entrepreneurship, since different
authors give different perspectives and definitions (Schaper & Volery 2004; Landström
2005; Kuratko 2009). The first discussion and definition of entrepreneurship came from
economist Richard Cantillon in the eighteenth century, who defined entrepreneurship as
“a process of a self-employment with an uncertain return” (Roux & Couppey 2007, p8).
Moreover, Cantillon saw an entrepreneur as “someone who consciously make(s)
decisions about resource allocation, in that they choose to pay a certain price,
consequently also bearing the risks of enterprise” (Lowe & Marriot 2006, p15). This
means that entrepreneurship involves the risk of buying at certain prices and selling at
uncertain prices. For Cantillon, the essence of entrepreneurship was risk-taking
behaviour. This definition gives a starting point for the discussion of entrepreneurship
and entrepreneurs.

In addition to Cantillon, early economists such as Jean Baptiste Say (1803) and Joseph
Schumpeter (1934) wrote about entrepreneurship and its impact on economic
development (Kuratko 2009, p4). Say expanded Cantillon’s definition of entrepreneurs
by including the concept of bringing together the factors of production or resources.
Schumpeter provided a different point of view of entrepreneurs, seeing them as
individuals whose function is to carry out ‘new combinations’; i.e., introducing new
products. In other words, Schumpeter related entrepreneurship with innovation
(Stevenson & Jarillo 1990; Kuratko & Hodgetts 2004). After Schumpeter’s work, most
economists (and many non-economists as well) have accepted his identification of
entrepreneurship with innovation (Stevenson & Jarillo 1990; Kreiser, Marino & Weaver
2002).

Since the work of these early economists, several writers have continued to try to
describe or define what entrepreneurship is all about. Mintzberg (1973) extended
Schumpeter’s view by implying that the role of the entrepreneur deals with innovation,
uncertainty, and brokerage. He suggested that the entrepreneur integrates capital with
marketing opportunities to form ‘new combinations’, such as introducing new products
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(goods and services) or a new quality of products, opening new markets or carrying out
a new position in the industry.

Instead of emphasising risk-taking and innovation, some authors have related
entrepreneurship with opportunity. For example, Stevenson and Jarillo (1990, p23)
defined entrepreneurship as “a process by which individuals – either on their own or
inside organisations – pursue opportunities without regard to the resources they
currently control”. Many authors, such as Lee and Peterson (2000), Shane and
Venkataraman (2000), Schaper and Volery (2004) and Oviatt and McDougall (2005),
supported this definition. Lee and Peterson (2000) suggested that entrepreneurs start
with an opportunity, and that these opportunities are provided by the environment.
Similarly, Shane and Venkataraman (2000, p218) asserted that entrepreneurship
involves “the study of sources of opportunities; the process of discovery, evaluation,
and exploitation of opportunities; and the set of individuals who discover, evaluate, and
exploit them”. Furthermore, Schaper and Volery (2004) defined entrepreneurship as the
process conducted by individuals to identify new entrepreneurial opportunities and
convert them into marketable products or services. They described entrepreneurial
opportunities as situations where the individual can introduce new products, services
and processes and sell them at a higher price to cover their cost of production. Oviatt
and McDougall (2005) highlighted the same two components associated with
entrepreneurship; opportunities and “individuals who strive to take advantage of them”
(p537). From various definitions of entrepreneurship, it can be concluded that the
essence of entrepreneurship is the ability to detect an opportunity in the marketplace,
along with the willingness to pursue and exploit it by conducting innovation to obtain
higher rewards. Despite the absence of a single definition of entrepreneurship, the
discussions of entrepreneurship mentioned above show that much attention has been
paid to the development of the theory of entrepreneurship as well as its practice.
3.3

Entrepreneurial Orientation

Entrepreneurial Orientation (EO) has become a salient concept within strategic
management and entrepreneurship literature in the last three decades (Covin & Lumpkin
2011; Miller 2011; Covin & Wales 2012). EO is a much-explored dimension of
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strategy-making that has been found to have significant implications for firm
performance (Miller 2011; Covin & Wales 2012). Rauch et al. (2009), who conducted
an assessment of previous EO-performance relationship studies, found that an increase
in the quantity of such studies has occurred around the world. Therefore, Rauch et al.
(2009, p778) suggested that “It is reasonable to conclude that EO represents a promising
area for building a cumulative body of relevant knowledge about entrepreneurship”.

Miller (1983) introduced the concept of EO for the first time to the scholarly literature,
even though he did not use the term EO in his initial writing (Covin & Lumpkin 2011).
Some scholars use different terminologies in discussing this firm-level behaviour
toward entrepreneurial activity, such as strategic posture or strategic orientation (Covin
& Slevin 1991; Morgan & Strong 2003), corporate entrepreneurship (Zahra & Covin
1995; Zahra, Nielsen & Bogner 1999; Kuratko 2007) and entrepreneurial orientation
(Lumpkin & Dess 1996; Becherer & Maurer 1997; Lyon, Lumpkin & Dess 2000;
Moreno & Casillas 2008). However, EO is the most widely applied in the current
literature (Covin & Lumpkin 2011).

EO refers to the entrepreneurial process that reflects “the methods, practices and
decision-making styles managers use to act entrepreneurially” (Lumpkin & Dess 1996,
p136). EO represents specific organisational-level behaviour that provides a basis for
entrepreneurial actions (Rauch et al. 2009; Covin & Wales 2012). Previous studies
suggested that EO is a key ingredient for organisational success (Covin & Slevin 1989;
Merz & Sauber 1995; Wiklund & Shepherd 2005) and a source of competitive
advantage (Lumpkin & Dess 1996; Runyan, Droge & Swinney 2008). A number of
studies argue that firms with higher levels of EO will perform better than those with
lower levels of EO (Lumpkin & Dess 1996; Rauch et al. 2005).

Entrepreneurial firms with high levels of EO possess the ability to identify and seize
opportunities in a way that differentiates them from conservative organisations. Some
researchers (e.g., Miller & Friesen 1983; Covin & Slevin 1989; Covin & Slevin 1991)
have described the differences between entrepreneurial firms and conservative firms, as
shown in Table 3.1.
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Table 3.1 Characteristics of Entrepreneurial Firms and Conservative Firms
Entrepreneurial Firms
Innovate frequently and extensively
(especially in product and technology)

Conservative Firms
Minimal technological and product
innovation

Strong risk-taking propensity by top
management

Risk-aversion or weak risk-taking propensity
by top management

Reactive and aggressively competitive

Non-reactive (more cautious competitive
orientation)

Source: Miller and Friesen (1983), Covin and Slevin (1989), Covin and Slevin (1991),
Wiklund and Shepherd (2003), and Rauch, Wiklund and Lumpkin (Rauch et al.
2009)
Entrepreneurial firms are involved in frequent and extensive innovations to gain
competitive advantage. They also demonstrate risk-taking behaviour to exploit the
opportunities in the marketplace and react aggressively to competitors’ actions. Due to
this behaviour, entrepreneurial firms are more likely to succeed in dynamic or hostile
environments. On the other hand, conservative firms are not by nature innovators or
risk-takers. Innovation is only carried out when they are threatened by competitors
(Miller & Friesen 1983). Based on their characteristics, conservative firms tend to work
successfully in benign environments. Aloulou and Fayolle (2005) as well as Covin and
Wales (2012) suggested that firms will range in a continuum from highly conservative
(the ‘low’ end) to highly entrepreneurial (the ‘high’ end).

EO enables firms to improve the acquisition and use of market information (Keh,
Nguyen & Ng 2007). In turn, the firms might use this information to develop new
capabilities to pursue business opportunities (Chen, Li & Evans 2012). By
implementing entrepreneurial behavior such as risk-taking, innovating, being proactive
and competing aggressively, firms have the resources to achieve their objectives in a
better way or in a shorter time compared to conservative (non-entrepreneurial) firms
(Aloulou & Fayolle 2005).

EO is a behavioural phenomenon, rather than attribute, in a firm-level (Covin &
Lumpkin 2011). As a behavioural model of entrepreneurship, EO is suggested to give
meaning to the entrepreneurial process. In asserting that behaviour is at the centre of
and is essential in the entrepreneurial process, Covin and Lumpkin (2011, p856) further
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explained that “An individual’s psychological profile does not make a person an
entrepreneur. Rather, we know they are entrepreneurs through their actions. Similarly,
non-behaviour organisational level attributes, like organisational structure or culture, do
not make a firm entrepreneurial. An organisation’s action makes it entrepreneurial”. It
other words, behaviour of entrepreneurial firms could be justified from their actions.

The EO investigations have targeted firms’ orientation toward entrepreneurial activity
regardless of their types, sizes and ages (Covin & Wales 2012). Nonetheless, the
entrepreneurship and management strategic literature suggest that the EO concept has so
far been applied more in the context of large firms than of SMEs, although findings
using large firms as a sample may not be generalisable to SMEs (Aloulou & Fayolle
2005; Frishammar & Andersson 2009; Fini et al. 2012). For example, entrepreneurial
activity in SMEs is based on their founders as well as their owners/managers. This
activity is usually informal and improvisational rather than from planned and welldesigned organisational systems, as in large firms (Fini et al. 2012). This is in line with
Rauch et al.’s (2009) meta-analysis of EO studies that suggested that the influence of
EO on performance is more obvious in small firms. In firm-level entrepreneurship, EO
adoption is typically investigated through top management (Covin & Slevin 1989). Past
research (e.g., Dess, Lumpkin & Covin 1997; Knight 2000) indicated that SMEs with an
EO are more likely to perform better than those that lack such an orientation.
3.4

Entrepreneurial Orientation Dimensions

The specific dimensions of EO were introduced for the first time by Miller (1983). He
suggested that the entrepreneurial firm is one that “engages in product market
innovation, undertakes somewhat risky ventures, and is first to come up with ‘proactive’
innovation, beating competitors to the punch” (Miller 1983, p771). Accordingly, Miller
(1983) identified the salient dimensions of EO as innovative, risk-taking, and proactive.

More than a decade after Miller’s work (1983), Lumpkin and Dess (1996) proposed five
dimensions of EO: autonomy, innovativeness, risk-taking, proactiveness and
competitive aggressiveness. In other words, they added two additional dimensions –
autonomy and competitive aggressiveness – to complement the three dimensions
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proposed by Miller (1983). Lumpkin and Dess (1996) argued that, to be successful, a
firm requires autonomy from strong leaders or creative individuals, without any
restrictions imposed by the firm’s bureaucracy. The other dimension, competitive
aggressiveness, describes Miller’s idea (1983, p771) of “beating competitors to the
punch”. It represents how a firm responds to threats, not only how it seizes
opportunities, as indicated by Miller’s proactive dimension. Hence, according to
Lumpkin and Dess (1996), EO refers to the specific organisational-level behaviour to
perform risk-taking, autonomous activities, engage in innovation and react proactively
and aggressively to outperform competitors in the marketplace. Since then, many
studies have adopted Lumpkin and Dess’s five EO dimensions (e.g., Krauss et al. 2005;
Wiklund & Shepherd 2005; Coulthard 2007; Hughes & Morgan 2007; Li, Huang &
Tsai 2009). The five dimensions of EO are summarised in Table 3.2, and explained in
detail in the sections below.
Table 3.2 Dimensions of Entrepreneurial Orientation
Dimension

Definition

Autonomy

Independent action by an individual or team aimed at bringing forth
a business concept or vision and carrying it through to completion.

Innovativeness

A willingness to introduce newness and novelty through
experimentation and creative processes aimed at developing new
products, services and processes.

Risk-Taking

Making decisions and taking action without certain knowledge of
probable outcomes; some undertakings may also involve making
substantial resource commitments in the process of venturing
forward.

Proactiveness

A forward-looking perspective characteristic of a marketplace
leader that has the foresight to seize opportunities in anticipation of
future demand.

Competitive
Aggressiveness

An intense effort to outperform industry rivals. It is characterised by
combative posture or an aggressive response aimed at improving
position or overcoming a threat in a competitive marketplace.

Adapted from Dess and Lumpkin (2005)
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3.4.1

Autonomy

Autonomy refers to the ability to make decisions and to proceed with actions
independently, without any restrictions from the organisation (Lumpkin & Dess 1996).
It also reflects the strong desire of a person to have freedom in the development of an
idea and in its implementation (Li, Huang & Tsai 2009). Lumpkin, Cogliser and
Schneider (2009, p50) asserted that autonomy can “enable a team (or individual) to not
only solve the problems, but to actually define the problem and the goals that will be
met in order to solve that problem”. Therefore, they suggested that autonomy should
exist at the strategic level to achieve a high level of EO (Lumpkin, Cogliser &
Schneider 2009).

Prottas (2008) suggested that autonomy offered by firms would motivate employees to
work in a positive manner that could lead to higher firm performance. From reviewing
four previous studies using samples from different industries in Australia, Coulthard
(2007) argued that firms cannot function entrepreneurially without giving autonomy to
their employees. According to his findings, autonomy is the most important factor for
improving firm performance across industries. It would appear that giving autonomy to
all players in the organisation may motivate them to act entrepreneurially, and in turn
improve firm performance.

However, based on their investigation of a sample of 418 manufacturing firms in the US
that employed fifty or more workers, Covin, Green and Slevin (2006) suggested that
growth-oriented firms are likely to implement a more autocratic or less participative
style of top management. It seems that autonomy is not without risk. Gebert, Boerner
and Lanwehr (2003) found that offering autonomy, in terms of more decentralisation of
power and more participative leadership, may lead to decreasing innovativeness. This
negative effect could be prevented with appropriate counter-strategies, such as conflict
avoidance and conflict resolution (Gebert, Boerner & Lanwehr 2003).

A review of the autonomy literature suggests that offering autonomy to employees
might lead to desirable outcomes for both employees and firms. For employees,
providing autonomy might build job satisfaction that in turn will motivate them to work
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better. With satisfied and motivated employees, it will not be difficult for firms to
achieve a better performance. Nonetheless, some researchers have also revealed that
autonomy does not always contribute to the positive results for particular companies. In
other words, the exercise of autonomy by employees or teams of the firm in some
circumstances might hamper the achievement of the firm’s goal. For that reason,
offering autonomy, in terms of the independent spirit and freedom of action, to a firm’s
members has to take into account factors such as the firm’s leader characteristics and
the stages of firm’s development. Obviously, autonomy should be applied properly in
accordance with firm’s policy such that it supports the achievement of the firm’s
objectives.
3.4.2

Innovativeness

Innovativeness reflects a firm’s propensity to engage in and support the generation of
new ideas and creative processes that may lead to new products/services, technological
processes and new markets (Lumpkin & Dess 1996; Lumpkin & Dess 2001;
Damanpour & Wischnevsky 2006; Rauch et al. 2009). Hult, Hurley and Knight (2004)
suggested that innovativeness plays a significant role in solving business problems and
challenges, which in turn provides firms with the ability to succeed.

The innovative ability of firms to renew their market offers becomes crucial to their
ability to survive and grow when they are operating under conditions of global
competition, rapid technology advances and resource scarcity (Damanpour &
Wischnevsky 2006). Innovativeness is also crucial when firms have to face businessmodel life-cycles that are shortening (Pérez-Luño, Cabrera & Wiklund 2007).

According to Landström (2005), innovativeness is related with creativity. Morris,
Kuratko and Covin (2008, p137) defined creativity as “the application of a person’s
mental ability and curiosity to discover something new”. Without creativity, therefore,
there will be no force to be innovative (Ireland, Hitt & Sirmon 2003). Creativity is a
source of ideas or imaginings that will lead to the innovation of new products, services,
processes, markets, or technology (Landström 2005). Obviously, creativity is the
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foundation for innovative behaviour as it influences the quality and the quantity of
innovation (Ireland, Hitt & Sirmon 2003).
Garcia and Calantone (2002), however, found that there was lack of inconsistency in
operationalising innovativeness and innovation in previous studies and it has resulted in
interchangeable use of the constructs innovativeness and innovation. Schumpeter (1934)
emphasised that innovation is the core of entrepreneurship (Aloulou & Fayolle 2005,
p27). He was also one of the first scholars to argue that innovation is the fundamental
endeavour of entrepreneurial organisations for developing new products or inventing
new processes (Aloulou & Fayolle 2005), and that innovation can contribute to a firm’s
competitive advantage (Damanpour & Wischnevsky 2006; Weerawardena & Mavondo
2011). Likewise, Covin and Miles (1999) believed that innovation is an essential part of
a business strategy and that entrepreneurship cannot exist without it. Similarly, OteroNeira, Lindman and Fernández (2009) and Ireland, Hitt and Simon (2003) emphasised
the importance of innovation in creating a firm’s competitiveness, which will lead to
superior performance.

Johne and Davies (2000) suggested three main types of innovation:
1. Product innovation, which refers to new product options and their development.
It is commonly conducted in technology-driven firms to facilitate their
competitive positioning.
2. Process innovation, which refers to the improvement of internal capabilities,
including firms’ operations and capacities.
3. Market innovation, which refers to the selection of new market segments that are
best served by particular firms.
Innovative firms can perform one or more types of innovation, as they are not mutually
exclusive (Otero-Neira, Lindman & Fernández 2009). The level of innovations may
vary depending on the characteristics of the firms and the performance achieved by the
company (Johne & Davies 2000).

Innovation is always associated with an attribute of ‘newness’ (Johannessen, Olsen &
Lumpkin 2001; Damanpour & Wischnevsky 2006; Varis & Littunen 2010). The degree
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of newness or the level of new knowledge that will be achieved is commonly used to
differentiate innovation into either radical or incremental innovation. The former
implies substantial changes in the organisation that will lead to an increase in the
existing knowledge of the firm. In contrast, the latter only requires a small improvement
to existing knowledge (Otero-Neira, Lindman & Fernández 2009; Pérez-Luño, Wiklund
& Cabrera 2011). Zhou, Yim and Tse (2005, p43) posited that incremental innovations
involve “minor changes in technology, simple product improvements, or line extensions
that minimally improve the existing performance”.

Since ‘newness’ is considered as a relative term, some scholars (e.g., Johannessen,
Olsen & Lumpkin 2001; Damanpour & Wischnevsky 2006; Oke, Burke & Myers 2007)
suggested that by answering the question of ‘new to whom?’, one can distinguish
whether the innovation is radical or incremental. Applying this criterion, radical
innovation refers to the introduction of products, services or technologies that are
perceived to be new to the firm as well as to the market or industry. On the other hand,
incremental innovation refers to innovation that is perceived to be new to the firm only.

Despite agreement about the relevance of innovation in competitiveness, previous
studies have revealed inconsistencies in conceptualising and measuring innovation
(Garcia & Calantone 2002; Otero-Neira, Lindman & Fernández 2009). This implies that
innovation means different things to different people (Massa & Testa 2008; Varis &
Littunen 2010). This argument is supported by Coulthard (2007), who reviewed
previous EO studies in four different industries within Australia and found that even
though innovativeness is considered important in determining firm performance, it is
not the most significant dimension. He argued that innovation has been interpreted
differently by respondents. Some of them have related innovation with newness only,
while others have considered innovation to be not only new ideas but also modifications
as part of a continuous improvement program. Likewise, Massa and Testa (2008)
reported that in their study, the entrepreneurs, academics, and policy-makers in Italy had
different interpretations of innovation. As a consequence, their behaviours associated
with innovation policy-making and innovation practices differed as well.
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Undoubtedly a firm’s innovativeness, in terms of a firm’s willingness to seek and
support creative or novel solutions to problems and needs, is crucial to achieve superior
performance. The firm’s innovativeness is shown by the firm’s innovations in
introducing new products/services, developing new processes or applying new
technologies. Innovativeness occurs on a continuum. Due to the relative term of
newness, innovation can be categorised based the level of new knowledge and from
whose perspective this new knowledge is viewed. The review of innovation in the
entrepreneurship literature suggests that both radical and incremental innovations
contribute to firm’s competitiveness. This means that a firm that relies on incremental
innovation does not necessarily have a weaker market position, and hence be less
competitive, than those adopting radical innovation.
3.4.3

Risk-Taking

The concept of risk-taking has been related to entrepreneurship since the 1800s, when
the term entrepreneurship was first discussed and defined by Cantillon (Palich & Bagby
1995; Gilmore, Carson & O'Donnell 2004; Roux & Couppey 2007). Risk-taking as a
dimension of EO is considered as one of the major attributes of entrepreneurship
(Venkatraman 1989; Aloulou & Fayolle 2005).

Entrepreneurship scholars have attempted to define the conceptualisation of risk-taking
at the firm level. Risk-taking refers to a firm’s willingness to engage in calculated
business-related risks in the marketplace, even when their outcomes are uncertain
(Lumpkin & Dess 2001). Firms with risk-taking behaviour are described as being bold
and aggressive in pursuing opportunities, as they are ready to incur large and risky
resource commitments in the hope of obtaining high returns (Miller 1983; Lumpkin &
Dess 1996). Risk-taking behaviour consists of activities such as borrowing heavily,
entering unknown markets and committing a high percentage of resources to projects
with uncertain outcomes (Lyon, Lumpkin & Dess 2000).

Organisations and their executives face three types of risk: business, financial and
personal (Dess & Lumpkin 2005). Business risk-taking involves venturing into the
unknown without knowing the probability of success. This is the risk associated with
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entering untested markets or executing unproven technologies. Financial risk-taking
describes when a firm borrows heavily or commits a large portion of its resources to its
own growth. Risk is used in this context to refer to the risk/return trade-off. Personal
risk-taking refers to the risk that an executive assumes in taking a stand in favour of a
strategic course of action (Dess & Lumpkin 2005).

Avlonitis and Salavou (2007) posited that firms with strong entrepreneurial behaviour
are attracted to projects with higher levels of risk to get higher levels of return. In
contrast, a risk-averse firm will avoid doing something that provides uncertain yield and
less responsiveness to a changing environment. This behaviour will result in weaker
performance as the firm is not willing to capture market opportunities (Hughes &
Morgan 2007).

Interestingly, the findings of a meta-analysis by Rauch et al. (2005) showed that the
contribution of risk-taking to firm performance is smaller than that of the other EO
dimensions. Even Naldi et al. (2007) found a negative relationship between risk-taking
behaviour and performance of Swedish SMEs. They also revealed that these family
firms take fewer risks than non-family firms. The reason is that the owner/manager of a
family firm is more focus on the desire of ownership control and the continuity of the
family involvement in the firm and this might lead to risk adverse behaviour. The
findings of this study is supported by Sebora, Lee and Sukasame (2009) who failed to
prove the role of risk-taking propensity in the success of Thai e-commerce
entrepreneurs. The most likely explanation, according to Sebora, Lee and Sukasame’s
(2009) study, is related to Thai culture. According to Hofstede (2009), Thailand shows a
significantly high level of uncertainty avoidance. This indicates that Thais possess low
levels of tolerance for uncertainty. Naldi et al. (2007), therefore, suggested that the
extent of risk-taking in entrepreneurial firms is influenced by additional factors, such as
national culture, organisational and governance contexts.

The literature above suggested that risk-taking reflects a firm’s preparedness to venture
into the unknown. Despite the recognition of risk-taking as a major attribute of
entrepreneurship and its positive implication for growth and performance, some studies
were not able to show the positive contribution of risk-taking to performance. In
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addition, it is suggested that some entrepreneurs might not be considered as much as
risk-takers as others. In terms of organisational context, family firms are acknowledged
as taking risks while engaging in entrepreneurial activities, but they do it to a lesser
degree than non-family firms. Cultural, governance and organisational contexts are
some factors that are suggested to contribute to risk-taking behaviour of the firms. This
implies that a firm’s propensity to take risk and hence, the relationship between risktaking and firm performance, appears to vary with context.
3.4.4

Proactiveness

Proactiveness can be described as taking initiative by anticipating and pursuing new
opportunities related to future demand and by becoming involved in emerging markets
(Lumpkin & Dess 1996). A firm’s proactiveness is demonstrated by its awareness of
and responsiveness to market signals (Hughes & Morgan 2007). According to Rauch, et
al. (2009, p763), proactiveness is “an opportunity-seeking, forward-looking perspective
characterized by the introduction of new products and services ahead of the competition
and acting in anticipation of future demand”. Being a proactive firm may yield firstmover advantages, allowing high profits from new products in new markets in the
absence of competing products (Frishammar & Andersson 2009).

Kropp, Lindsay and Shoham (2008) suggested that proactiveness involves identifying
and evaluating new opportunities and monitoring market trends. By engaging in these
activities, proactive firms are able to introduce new products in the markets ahead of
their competitors (Venkatraman 1989). This means that a proactive firm may be
considered more as a leader than a follower, since it has the will and foresight to seize
new opportunities (Lumpkin & Dess 1996).

Hughes and Morgan (2007) and Coulthard (2007) found that the role of proactiveness in
firm performance varies at different stages of firm development. Proactiveness is a
critical factor at the embryonic stage of firm growth; however, it is less important once a
firm is established. Proactiveness enables an emerging young firm to secure its position
in its chosen marketplace to ensure longer-term prosperity (Hughes & Morgan 2007).
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The terms ‘proactiveness’ and ‘competitive aggressiveness’ are often used
interchangeably. Lumpkin and Dess (1996) distinguished between them, suggesting that
proactiveness reflects a firm’s reaction to opportunities in the marketplace, whereas
competitive aggressiveness refers to a firm’s response to a competitor’s challenges.
Later, in an empirical study, Lumpkin and Dess (2001) found that proactiveness and
competitive aggressiveness were independent dimensions.

A review of the entrepreneurship literature suggests that a firm’s level of proactiveness
is positively related to its ability to collect more information pertinent to resources and
opportunities available in an industry. This means that proactive firms are able to scan
the environment more thoroughly to recognise and identify opportunities in their
external environment. Accordingly, these firms are likely to be more knowledgeable in
regards to the acquisition of information and resources than less-proactive firms, and in
turn, this characteristic allows them to perform better than their less-proactive
counterparts.
3.4.5

Competitive Aggressiveness

According to Lumpkin and Dess (1996, p148), “competitive aggressiveness refers to a
firm’s propensity to directly and intensely challenge its competitors to achieve entry or
improve position, that is, to outperform industry rivals in the marketplace”. Firms with
this behaviour tend to assume a combative posture towards rivals in an attempt to
surpass competitors that threaten its survival or market position in the industry (Lyon,
Lumpkin & Dess 2000).

A firm’s aggressiveness can be implemented through responsive or reactive behaviour.
Responsiveness may take the form of head-to-head competition or direct attack on
competitors, such as when a firm enters a market where a competitor is already present.
In contrast, reactiveness involves a direct reaction to a competitor’s action; for example,
a firm might slash prices and sacrifice profitability to maintain its market share when a
competitor introduces a new product to the chosen market (Lumpkin & Dess 1996).
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Aggressiveness may lead to firm performance improvement because the focus on outmanoeuvring and undermining competitors strengthens the firm’s competitiveness at the
expense of rivals (Lumpkin & Dess 1996).

Research suggests that competitive moves are likely to play an important role in
creating competitive advantage. Being aggressive in competition allows a firm to
improve its market position by undermining its competitors. It also enables firms to
respond quickly to the competitors’ actions that are considered detrimental. This implies
that more aggressive and frequent moves are likely to be performance enhancing.
However, they might not be the way SMEs successfully compete. SMEs, which are
characterised by limited resources, are unlikely to engage in aggressive and frequent
competitive moves which are costly. Besides, aggressive behaviour toward the
competition is not always appropriate due to cultural considerations.
3.5

Unidimensionality versus Multidimensionality of the EO Concept

Opinion is divided among researchers about the extent to which EO dimensions need to
be present for a firm to be considered entrepreneurial. Miller (1983) suggested that only
firms that possess all three dimensions (i.e., innovative, risk-taking, proactive) to a
similar extent should be considered as entrepreneurial. According to Miller (1983,
p780):
“In general, theorists would not call a firm entrepreneurial if it changed its
technology or product line (‘innovated’ according to our terminology) simply by
directly imitating competitors while refusing to take any risks. Some
proactiveness would be essential as well. By the same token, risk-taking firms
that are highly levered financially are not necessarily considered entrepreneurial.
They must also engage in product-market or technological innovation”.
In other words, Miller (1983) and supported by Covin and Slevin (1991) argued that EO
dimensions are best viewed as a unidimensional concept.

On the other hand, Lumpkin and Dess (1996) argued that any firms that engage in an
effective combination of autonomy, innovativeness, risk-taking, proactiveness, and
competitive aggressiveness can be considered as entrepreneurial. This suggests that to
become an entrepreneurial firm, it is not necessary for all five dimensions to coexist
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(Chow 2006). As EO is a multidimensional concept, the effect of each of its dimensions
on firm performance can be observed independently (Lumpkin & Dess 1996).
Furthermore, in examining the entrepreneurial process, it is beneficial to identify the
unique contributions of each sub-dimension of EO such that firms could seek the best
combination to improve firm performance (Kreiser, Marino & Weaver 2002).

Studies conducted by some scholars (e.g., Hughes & Morgan 2007; Frishammar &
Andersson 2009; Hansen et al. 2011) have supported Lumpkin and Dess’s argument for
the multidimensional nature of EO. Hughes and Morgan (2007) investigated emerging
young firms in the United Kingdom and found that proactiveness and innovativeness
were the most important EO dimensions for improving business performance.
Surprisingly, in their study competitive aggressiveness and autonomy demonstrated no
effect on performance. Furthermore, the risk-taking dimension was negatively related to
firm performance. Frishammar and Andersson (2009) reported that proactiveness is the
only EO dimension to contribute positively to the international performance of Swedish
SMEs. Hansen et al. (2011), who studied the psychometric properties of the EO scale in
more than 1,200 SMEs across seven countries, reported that each EO dimension tended
to vary independently.

These studies imply that some dimensions of EO are responsible for improving firm
performance, while other dimensions may have little or even no influence at all. This
suggests that the effect of EO dimensions on firm performance varies, possibly
depending on different industry contexts, business environment, country or stages in a
firm’s development.
3.6

Entrepreneurial Orientation and Firm-Performance Relationship

Entrepreneurship scholars have attempted to explain firm performance by investigating
a firm’s entrepreneurial orientation (Wiklund & Shepherd 2003). Therefore, the
relationship between EO and firm performance has become the central focus of interest
for studying EO (Covin, Green & Slevin 2006). To date, findings have been mixed.
Numerous studies have shown that EO, directly or indirectly, has a positive relationship
with firm performance (e.g., Krauss et al. 2005; Wiklund & Shepherd 2005; Hughes &
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Morgan 2007; Li, Huang & Tsai 2009). This means that firms adopting EO perform
better than those that lack such an orientation. This association may be related to the
fact that today’s dynamic business environment shortens product life cycles and
increases uncertainty (Rauch et al. 2009). In addition, the actions of competitors as well
as customers are unpredictable. Firms, therefore, are required to have more aptitude for
autonomy, innovativeness, risk-taking, proactiveness and competitive aggressiveness in
order to gain competitive advantage and achieve higher performance. Hence, an
effective EO may be a good predictor of firm performance.

The work carried out by Hughes and Morgan (2007) is one of many studies that
investigate the direct effect of each dimension of EO on performance. They discovered
that the contribution of each EO dimension to firm performance varies, and in fact,
autonomy and competitive aggressiveness dimensions are not correlated at all with firm
performance. They also argued that all EO dimensions simultaneously show little direct
effect on firm performance.

Other researchers (e.g., Wiklund & Shepherd 2005; Wang 2008), however, suggested
that investigating the direct effect of EO on firm performance will not provide a
comprehensive description of the relationship. Therefore, most researchers have applied
other variables as moderators or antecedents to the model of EO-firm performance
(Covin & Slevin 1991).

Interestingly, the empirical findings of EO-performance relationship studies were
mixed. Covin, Slevin and Schultz (1994) discovered no significant relationship between
strategic posture (their term that equates to EO) and firm performance. Similarly, Slater
and Narver (2000) were unable to provide any evidence of a positive relationship
between EO and profitability. Moreover, Lee et al. (2001) found in their study that EO
may not significantly improve firm performance. Some factors are suggested to
contribute to the inconsistent findings of the EO-firm performance relationship studies,
such as the use of different methodologies, research designs and samples (Rauch et al.
2009) and the fact that firms are examined at different stages of development (Hughes
& Morgan 2007). Some researchers also suggested that national culture may affect the
outcomes of the EO-firm performance relationship (Knight 1997a; Thomas & Mueller
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2000) since EO dimensions might be implemented differently across countries and
cultures (Naldi et al. 2007). It is no surprise, therefore, that Lumpkin and Dess (2005)
called for future research to investigate the influence of culture on the strength of the
EO-firm performance relationship. The influence of national culture on entrepreneurial
activity, and in particular on EO, will be discussed below.
3.7

Firm Performance

Numerous scholars have been drawn to investigate entrepreneurship extensively, as its
activity contributes not only to macroeconomic outcomes, but also to business
performance. Performance improvement is the primary goal of entrepreneurial firms, as
it demonstrates the level of success of its business operations. Various firmperformance measurements have been applied in prior entrepreneurship studies.
However, the majority of these studies did not provide any justification for the selection
of measures used (Murphy, Trailer & Hill 1996). While precise measurement is crucial
to understanding firm performance, there has been no agreement among
entrepreneurship scholars on the assignment of an appropriate set of measurements
(Murphy, Trailer & Hill 1996).

Venkatraman and Ramanujam (1986) provided a classification scheme that explains the
domain of business performance (Figure 3.1). According to them, business performance
is a subset of the overall concept of organisational effectiveness. They argued that
comprehensive business performance covers not only financial performance but also
operational performance. The latter includes indicators related to technological
efficiency such as market share, product quality and marketing effectiveness.

Figure 3.1 below shows financial performance as the core of the organisationaleffectiveness domain. Even though financial measurement is necessary to measure firm
performance, it is not sufficient to assess total business performance (Venkatraman &
Ramanujam 1986; Murphy, Trailer & Hill 1996). To capture different aspects of firm
performance, multiple measures, i.e., financial and non-financial, should be employed
(Knight 2000; Wiklund & Shepherd 2005).
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Domain of Financial +
Operational Performance

Domain of
text
Financial
Performance

(Business Performance)
Domain of
Organizational
Effectiveness

Figure 3.1 Circumscribing the Domain of Business Performance
Adapted from Venkatraman and Ramanujam (1986)

Most entrepreneurship research, including EO, however, has applied financial
measurement only to assess business performance. This fact is also noted by Murphy,
Trailer and Hill (1996), who carried out a literature survey of fifty-one published
entrepreneurship studies from 1987-1993. All these empirical studies investigated
performance as the dependent variable. Murphy, Trailer and Hill (1996) revealed three
dimensions of financial performance that were frequently employed: efficiency, growth
and profit. Efficiency includes return on investment (ROI), return on equity (ROE),
return on assets (ROA), return on net worth and gross revenue per employee. Growth
comprises change in sales, employees and market share. Profit consists of return on
sales, profit margin and pre-tax profit. It is interesting to note that Murphy, Trailer and
Hill (1996) and Venkatraman and Ramanujam (1986) differ on how to classify
financial-measurement dimensions such as ROI, ROE, and ROA. The former categorise
these dimensions as an efficiency measurement, while the latter classify them as profit.

Several entrepreneurship studies supported Venkatraman and Ramanujam’s (1986)
concept of business performance by using both financial and operational measurements
to develop a comprehensive assessment of firm performance. In investigating 125 firms
in the software industry in the Netherlands, Wouter and Tom (2008) measured
technological performance such as speed in developing new products and services and
quality of product and services, in addition to financial assessment. Knight (2000)
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employed market share as well as other financial instruments to examine the
performance of 268 SMEs in Canada.

Firm performance can be assessed objectively as well as subjectively. The former relies
on secondary or accounting data, and the latter is based on respondents’ perceptions or
self-reported data. Objective measurement has an advantage in reducing the common
method bias. However, it is often difficult to accomplish (Stam & Elfring 2008). The
alternative is subjective measurement, which can be easier. Dess, Lumpkin and Covin
(1997) supported the use of subjective measures as previous research (e.g.,
Venkataraman & Ramanujam 1986), and implied that subjective measures of
performance are generally consistent with objective measures.

Runyan, Droge and Swinney (2008) asserted the advantage of subjective over objective
measurements. In subjective or self-report measurements, more respondents are
expected to answer the questions, especially for financial indicators, than in objective
measurements. As financial details are a sensitive matter, firms show a great reluctance
to disclose such information. Furthermore, according to Lyon, Lumpkin and Dess
(2000, p1059), “research using single-respondent self-report can be an appropriate and
necessary means of operationalising key constructs when carefully performed”.

Generally, subjective measurement is conducted by comparing a firm’s current
performance with its previous performance (e.g., Becherer & Maurer 1997) or with
competitors’ (e.g., Madsen 2007; Wang 2008). Other entrepreneurship studies have
measured a firm’s outcomes by contrasting them not only with prior performance but
also with competitors’ (e.g., Knight 2000; Wiklund & Shepherd 2005). A more
comprehensive comparison is conducted by Runyan, Droge and Swinney (2008), who
assessed the performance of 267 small business in various industries in the US, using:
(1) comparison with their previous performance; (2) comparison with their major
competitor; and (3) comparison with similar firms in the industry. This performancecomparison approach is encouraged by Smart and Conant (1994), as it may provide
significant information in evaluating the extent to which firms have achieved their
objectives.
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In previous entrepreneurship studies, growth has commonly been used as a proxy for
firm performance, as it is considered more accurate and relatively easier to obtain than
accounting measures of financial performance (Wiklund & Shepherd 2005).
Furthermore, growth is also a crucial indicator not only for business survival, but also
for policy-makers, as business growth indicates the availability of more job
opportunities (Watson 2007).

Whilst some studies have used various dimensions to measure firm performance,
Lumpkin and Dess (1996) emphasised the need to take into account the
multidimensional nature of firm performance related to entrepreneurial activity or
process. They inferred that using one performance dimension may lead to favourable
outcomes; conversely, using different dimensions may result in unfavourable outcomes.
Therefore they suggested that in measuring firm performance, researchers should
consider the nature and characteristic of the business. If the measurements that are
commonly applied are not suitable for the nature and characteristics of the object of
study, specific performance measurements must be developed.
3.8

Entrepreneurship, Entrepreneurial Orientation and Culture

Conceptual arguments for the association between cultural characteristics and
entrepreneurship have existed for decades. However, only in the last three decades has
this relationship been the focus of empirical investigations. According to Hayton,
George and Zahra (2002), countries differ in levels of entrepreneurial activity. Lee and
Peterson (2000) also highlighted the important role of a national culture in supporting
and encouraging entrepreneurial activity, in addition to the presence of a favourable
environment. National culture is represented by cultural values that are part of that
society (Hofstede & Hofstede 2005; Hofstede, Hofstede & Minkov 2010) and the
institutions that are representative of that culture (Dickson & Weaver 2008).

In EO literature, previous studies have shown that EO has been theoretically and
empirically investigated across many contexts. Of these, the influence of national
cultures on the EO concept has been emphasised by some entrepreneurship scholars
(e.g., Knight 1997a; Thomas & Mueller 2000), who suggested that it might affect the
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outcomes of the EO-firm performance relationship. In their meta-analysis study, Rauch
et al. (2009) supported the argument that the EO-performance relationship is stronger on
some continents than on others. The literature on entrepreneurship has suggested that
various dimensions of cultural values are one of the principal determinants of
entrepreneurial behaviour and activity (Kreiser et al. 2010; Shinnar, Giacomin &
Janssen 2012).

Initially, EO was conceptualised as culturally universal; in other words, that it should be
valid in different countries (Rauch et al. 2009). However, Naldi et al. (2007), who
investigated the link between EO and performance of the Swedish SMEs suggested that
national cultures influence the willingness of entrepreneurial firms to demonstrate EO
dimensions. Likewise, cultural values would determine the extent of desirable
entrepreneurial behaviour in a society (Hayton, George & Zahra 2002).

Culture, which consists of the unwritten rules of social games (Hofstede, Hofstede &
Minkov 2010), is defined as a set of values, beliefs, and expected behaviour that
distinguishes the members of one group from another (Hofstede 1984; Mueller &
Thomas 2001; Hofstede, Hofstede & Minkov 2010). According to Covin and Slevin
(1991), culture is a key determinant of, and the first step in fostering, entrepreneurial
activity within an organisation. In discussing the influence of national culture on
entrepreneurial behaviour, most previous studies have employed Hofstede’s
conceptualisation of national culture (Hayton, George & Zahra 2002; Kreiser et al.
2010; Hansen et al. 2011; Shinnar, Giacomin & Janssen 2012).

Using a sample of IBM employees from over fifty countries, Hofstede (1984) identified
four cultural dimensions (Power Distance, Individualism/Collectivism, Uncertainty
Avoidance

and

Masculinity/Femininity),

which

became

the

basis

of

his

characterisations of culture in each country. A subsequent study conducted by Hofstede
and Bond in the 1990s (Hofstede & Hofstede 2005; Hofstede, Hofstede & Minkov
2010) introduced a fifth element, ‘Confucian Dynamism’ or Long-Term Orientation,
which was an attempt to fit uncertainty avoidance into the Asian culture (Jones 2007).
Hofstede added this dimension after finding that Asian countries with a strong link to
Confucian philosophy acted differently from western cultures. Later in the 2000s, based
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on recent World Values Survey items, Hofstede proposed a sixth dimension of
Indulgence versus Restraint. The explanation of Hofstede’s six cultural dimensions are
as follows (Hofstede, Hofstede & Minkov 2010; Hofstede 2011a):
-

Power Distance. This refers to the extent of inequality that exists. A high powerdistance score indicates that a society accepts unequal distribution of power and
wealth, while a low score means that power is shared and well dispersed. It also
means that society members view themselves as equal.

-

Individualism/Collectivism. This refers to the strength of the ties people have to
others within the community. A high individualism score indicates a loose
connection with people. In countries with a high individualism score there is a
lack of interpersonal connection and little sharing of responsibility, beyond
family and perhaps a few close friends. In contrast, a collectivist society, i.e.,
society with a low individualism score, would have strong group cohesion, and
there would be a large amount of loyalty and respect for members of the group.

-

Masculinity/Femininity. This scale does not refer to the dominance of gender. It
refers to the degree to which masculine traits, like authority, assertiveness,
performance and success, are preferred in a society over feminine characteristics
such as relationships, quality of life, service and welfare.

-

Uncertainty Avoidance. This relates to the degree to which people are threatened
by a lack of structure or by uncertain events. Societies that score high for
uncertainty avoidance try to avoid ambiguous situations whenever possible by
creating structures and implementing rules. On the other hand, cultures with low
uncertainty avoidance accept and feel comfortable in unstructured situations or
changeable environments.

-

Long-Term Orientation. This dimension, which is based on Confucian
dynamism, describes societies’ time horizon. In countries with a high long-term
orientation score, delivering on social obligations and avoiding ‘loss of face’ are
considered very important.

-

Indulgence/Restraint. This dimension is related to the gratification versus
control of basic human desires. A society that scores high on indulgence allows
relatively free gratification of basic and natural human desires related to
enjoying life and having fun. A high score for restraint indicates a society that
controls gratification of needs and regulates it by means of strict social norms.
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In the context of entrepreneurship, researchers commonly examined Hofstede’s four
cultural dimensions: individualism-collectivism, uncertainty avoidance, power distance
and masculinity-femininity (Hayton, George & Zahra 2002). It has been suggested that
a culture that is low in power distance, low in uncertainty avoidance, masculine in
nature and individualistic is most conducive to entrepreneurship (Hayton, George &
Zahra 2002), and in particular to the development of a strong EO (Lee & Peterson
2000). This finding was supported by Kreiser and Davis (2010), who investigated the
EO dimensions of risk-taking and proactiveness using a sample of SMEs from six
countries. They found that uncertainty avoidance and power distance have significant
negative influence on risk-taking. This means that SMEs operating in a culture low in
uncertainty avoidance as well as power distance are more risk-taking than those
operating in a culture that is high in these two cultural dimensions. The study also
reported that uncertainty avoidance, individualism and power distance are found to
negatively influence proactive firm behaviour. This implies that more proactive SMEs
are identified in a country with low uncertainty avoidance, high individualism and low
power distance.

Although past research has shown a link between national culture and entrepreneurial
activity, some entrepreneurship scholars (e.g., Zahra, Jennings & Kuratko 1999;
Hayton, George & Zahra 2002; Kreiser et al. 2010) posited that the way in which
culture affects entrepreneurial behaviour has been unexplored. Lumpkin and Dess
(2005) also suggested that investigating the influence of culture on the strength of the
EO-firm performance relationship is a promising opportunity for future research.

A review of the EO literature above suggested that while five EO dimensions:
autonomy, innovativeness, risk-taking, proactiveness and competitive aggressiveness,
all contribute to positive firm performance, the effect of each EO dimension on
performance varies. On the other hand, some previous studies were unable to provide
any evidence of a positive relationship between EO and firm performance due to,
among others, the use of different samples, methodologies and research designs. The
study of EO in Indonesian SMEs in the furniture industry in Central Java, therefore, is
an attempt to examine and explore the implementation of EO and its relationship to firm
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performance in different settings and methodologies than samples and approaches used
in previous studies. This study is conducted beyond the traditional contexts of the west
(the United States and European Union), using a sample of SMEs instead of large firms
as that has been largely investigated in previous studies, and it employs mixed-methods
research (i.e., the combination of quantitative and qualitative methods).
3.9

Summary

This chapter reviewed the role of entrepreneurship in economy and business
performance; although this question has been widely discussed, there is no consensus on
a single definition of entrepreneurship, since different scholars offer different
perspectives and definitions. Some scholars have associated entrepreneurship with risktaking behaviour, while others have related it with innovation and a process of
identifying and pursuing business opportunity. The essence of entrepreneurship can be
considered as the ability to detect an opportunity in the marketplace, along with the
willingness to use innovation to pursue and exploit it even though the outcome is
uncertain.

This chapter has discussed one of the salient concepts within strategic management and
entrepreneurship,

i.e.,

entrepreneurial

orientation

(EO).

It

presented

recent

developments in the EO concept, which was introduced for the first time by Miller
(1983). Each of the EO dimensions – autonomy, innovativeness, risk-taking,
proactiveness and competitive aggressiveness – was also explained. The chapter also
presented arguments about the nature of EO dimensions, including whether it is a
unidimensional or multidimensional concept.

The positive effect of EO on firm performance has been widely acknowledged in the
entrepreneurship literature; this has led to abundant research on the relationship between
these two constructs. On the other hand, other studies were unable to identify a positive
and significant relationship between EO and firm performance due to various reasons.
This chapter discussed several dimensions to measure firm performance that have been
applied in past research. Firm performance can be assessed objectively as well as

48

subjectively; this chapter presented the advantages and challenges of each approach in
assessing firm performance.

Scholars has discussed conceptually the influence of national culture on
entrepreneurship and EO, and investigated it empirically, for decades. Hofstede’s
cultural dimensions have been widely used in explaining the influence of national
culture on entrepreneurial activity. This chapter discussed the link between relevant
cultural dimensions and EO dimensions, as many studies have suggested that culture
affects the outcomes of the EO-firm performance relationship.

A review of the literature, which has identified inconclusive findings relating to the EOperformance relationship, and the fact that national culture might affect EO adoption,
have urged the researcher to carry out further investigation of the phenomenon in the
context of Indonesian SMEs. As an emerging country, Indonesia has institutional and
business environments that are vastly different from those in western countries (i.e., the
United States and European Union) where EO has been formulated and widely
practised.

The next chapter will describe the research methodology employed in this study and
discuss the justification for using mixed-methods research that consists of both
quantitative and qualitative methods to address the research questions.
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CHAPTER 4
RESEARCH METHODOLOGY

4.1

Introduction

The previous chapter reviewed the literature of entrepreneurship and EO, and discussed
the relationship between EO and firm performance, which has become a central focus in
EO studies. The inconclusive findings of this relationship encourage the researcher to
carry out further investigation in different settings and methodologies than samples and
approaches used in previous studies.

The objective of this chapter is to outline the research methodology employed in this
study to address the research problem through three research questions. Based on a
review of the methodologies used in previous entrepreneurship research, particularly
using a sample of SMEs in a mixed-methods research design (i.e., quantitative methods
in Phase One and qualitative methods in Phase Two), was identified as the appropriate
approach for this study. This chapter also presents the procedures of data collection and
analysis carried out in Phases One and Two. The chapter concludes with a summary.
4.2

Research Paradigms

In conducting scientific research, certain beliefs or paradigms underlie how research
should be conducted. According to Bryman and Bell (2011, p24), a paradigm is “a
cluster of beliefs and dictates which for scientists in a particular discipline influence
what should be studied, how research should be done, and how results should be
interpreted.”
In social-science research, two paradigms are common: positivist research and
interpretivist/critical research (Veal 2005). A positivist approach aims “to discover
universal laws that can be used to predict human activity” (Cavana, Delahaye &
Sekaran 2001, p8). As this paradigm emphasises a value-free (i.e., objective) view of
science (Bryman & Bell 2011), it is frequently associated with quantitative methods that
rely on the researchers’ ability to gather numerical evidence of the phenomena under
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investigation, and to analyse it to answer the research question (Veal 2005). Deductive
reasoning is commonly applied in the positivist paradigm. This type of reasoning begins
with a theory underlying the research hypothesis and uses empirical evidence to test the
hypothesis (Cavana, Delahaye & Sekaran 2001; Bryman & Bell 2011).

On the other hand, the interpretivist/critical paradigm “rejects the idea that human
behaviour can be studied in the same way as non-human phenomena and emphasises the
view that the social world is socially constructed and subjective…” (Veal 2005, p25).
This paradigm is usually correlated with qualitative methods – for example, interviews
and observation – to explore social phenomena, such as respondents’ attitudes,
behaviours and experiences (Malterud 2001; Dawson 2002). The results of this method,
therefore, depend heavily on the researcher’s skill and thorough knowledge to acquire
and process non-quantitative information (Cavana, Delahaye & Sekaran 2001; Veal
2005).

The interpretivist/critical paradigm emphasises inductive reasoning, which tends to use
subjective measures to develop hypotheses (Cavana, Delahaye & Sekaran 2001; Veal
2005; Bryman & Bell 2011). Therefore, qualitative data is the major information
collected, as this approach emphasises the meaning, not the frequency, of the social
phenomena (Cavana, Delahaye & Sekaran 2001).

Consistent with the argument in this section, this study adopts both research paradigms,
i.e., positivist research and interpretivist/critical research. This study begins with a
theory underlying the research hypothesis and explores the social phenomena’s
findings.
4.3

Research Strategy

Generally, there are two research strategies – quantitative and qualitative research – that
will direct the appropriate research methods or the tools used to gather and analyse the
data (Bryman & Bell 2011). Each of the research strategies, including their advantages
and disadvantages, is discussed below.
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4.3.1

Quantitative Research

As discussed above, quantitative research is associated with the positivist research
paradigm. This approach is widely applied in scientific research due to its ability to
provide objective and statistically valid information based on quantified measures.
Furthermore, the methods applied in quantitative research enable researchers to
investigate a large number of cases (Cavana, Delahaye & Sekaran 2001; Hill & Wright
2001; Veal 2005). Generally, studies using this approach use samples that represent the
population to be analysed. The results, therefore, can be generalised to the wider
population (Veal 2005). The predominance of quantitative research in social-science
journals (Peterson 2004) indirectly implies that this approach might be applicable to all
phenomena in which the researchers are interested.

However, criticisms of quantitative research have emerged over the last two decades.
For example, Silverman (2005) argued that quantitative research is concerned more with
the measurement and analysis of causal relationships than processes. Bryman and Bell
(2011) summarised several criticisms of quantitative research. First, this approach
ignores the fact that a social science with people as an object of study is different from
natural science. It fails to acknowledge that, unlike the subjects studied in natural
science, people behave and interpret the world around them differently. Second, one of
the factors that affect the findings in quantitative research is the validity and reliability
of the concept measurement. However, in relating the concept to its measurement,
social researchers use assumptions instead of real descriptions. This leads to the
criticism that “the measurement process possesses an artificial and spurious sense of
precision and accuracy” (Bryman & Bell 2011, p159). Furthermore, quantitative
methods, such as questionnaires used in mail or telephone surveys, may restrict
participants’ responses. As a consequence, this method may not facilitate the detailed
description of social phenomena, as it is more concerned with generalising the findings
(Denzin & Lincoln 2008).

Daniels and Cannice (2004) discussed other possible weaknesses of quantitative
research using questionnaires. Based on their research experience, participants’
responses to requests for interviews are higher than the return rate for questionnaires.
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Unreliable postal services can be another factor that contributes to the disadvantages of
mail surveys over interviews in qualitative research.
4.3.2

Qualitative Research

Qualitative research may be considered as a more appropriate approach than
quantitative research, for studying and gaining understanding of behaviour (Veal 2005).
The qualitative approach offers several advantages. It provides “a rich and complex
description of the subject being investigated” (Miles & Huberman 1994, p9). This
allows the researcher to have a deeper understanding about the participants’ personal
experiences (Veal 2005). Marschan-Piekkari and Welch (2004) suggested that the
qualitative approach emphasises the process rather than being concerned with the
representativeness of the sample. Qualitative research methods, such as observation and
interviews, allow the researcher to have a close relationship with the subject of their
study. This close collaboration with participants throughout the process helps ensure the
credibility of their data (Creswell & Miller 2000). In addition, it gives the researcher an
opportunity to acquire rich descriptions of the specific social phenomenon they are
studying (Miles & Huberman 1994; Denzin & Lincoln 2008).

The disadvantages of qualitative research are related to two factors. First, as the
researcher is the main instrument of the data collection, the findings of the research may
be considered subjective (Cavana, Delahaye & Sekaran 2001; Bryman & Bell 2011).
Second, the sample selection is not carried out using statistical sampling. In other
words, the sample does not consider population representativeness. As a consequence, it
is difficult to claim that the findings are generalisable (Veal 2005; Bryman & Bell
2011).
4.4

Research in Entrepreneurship and SMEs

Research into entrepreneurship, particularly in SMEs, has increased in the last four
decades due to the recognition of their importance in national as well as global
economies (Grant & Perren 2002). While both quantitative and qualitative
methodologies have been applied, quantitative research based on empirical data has
dominated previous entrepreneurship and SME studies (Hill & Wright 2001). Likewise,
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surveys are the most widely used quantitative approach in EO empirical studies (Lyon,
Lumpkin & Dess 2000). Gartner and Birley (2002, p387) acknowledged the dominance
in entrepreneurship of quantitative research, which has been “institutionalized and
accepted as the standard for how academic scholars will agree that a finding is a fact,
rather than an opinion”.

The dominance of quantitative research in entrepreneurship and SMEs studies is also
highlighted by Chandler and Lyon (2001), who reviewed the methodologies employed
in articles published in the mainstream entrepreneurship literature, such as
Entrepreneurship Theory and Practice, Journal of Business Venturing and Strategic
Management Journal from 1989 to 1999. They found that only 18% of those empirical
studies employed qualitative research. Likewise, Lyon, Lumpkin and Dess (2000)
reported that the majority of empirical research in EO literature used questionnairebased surveys in a quantitative approach.

However, the use of quantitative research in entrepreneurship studies has drawn
criticism. For some qualitative researchers in entrepreneurship (e.g., Hill & Wright
2001; Kodithuwakku & Rosa 2002), the most important reason that quantitative
research is inappropriate in entrepreneurship studies is its inability to describe the
entrepreneurial process of the firm. Gartner and Birley (2002, p387) claimed that by
conducting quantitative research, “many substantive issues in entrepreneurship are
rarely addressed”. As the study of entrepreneurship involves the process of identifying
and understanding the behaviour of complex elements in the entrepreneurial process, the
‘number’ applied in quantitative research does not provide holistic information about
the phenomenon under study (Gartner & Birley 2002; Kodithuwakku & Rosa 2002). In
addition, Hill and Wright (2001) argued that quantitative research is unable to provide
insights into people’s behaviour. They also emphasised that researchers should
recognise the concept of multiple realities, which means that “each individual
entrepreneur/owner-manager constructs his or her own reality according to how he or
she interprets and perceives the world” (Hill & Wright 2001, p435).

Hill and Wright (2001) also suggested that a qualitative approach is more appropriate in
researching SMEs. This approach allows researchers to minimise the distance between
54

themselves and the key personnel in the firm such that it enables the researchers to
explore the specific social phenomenon of interest. Ayyagari, Beck and Kunt (2007)
supported Hill and Wright’s argument (2001), as they found that the statistics they
applied in their study were not sufficient to give a better understanding of the dynamics
of SMEs.

Several weaknesses of quantitative research into entrepreneurship and SME studies, as
previously discussed, have stimulated growing interest in the application of qualitative
research in this field (Marschan-Piekkari & Welch 2004). Gartner and Birley (2002)
encouraged entrepreneurship scholars to conduct qualitative research to become expert
in entrepreneurship studies by being deeply involved in and observing a wider variety of
environments where entrepreneurship takes place.

Marschan-Piekkari and Welch (2004) presented an interesting argument about the
appropriateness of qualitative research for study in developing countries. Lack of
secondary data to support random samples, unfamiliarity of respondents with
questionnaires, and cultures that highlight social relationships (including face-to-face
communication) and trust, are among the factors that contribute to the preference for
qualitative rather than quantitative approaches in studying emerging economies. Their
argument is supported by Thai and Chong (2008), who conducted qualitative research
using interviews rather than quantitative research using surveys in examining
Vietnamese SMEs.

Although qualitative methods have begun to be applied more often to SME studies,
Curran and Blackburn (2001) pointed out that they too have weaknesses due to the
absence of well-established techniques for analysis. As a consequence, analysis when
using qualitative methods is more difficult and time-consuming as compared to
quantitative methods. Furthermore, a large amount of data from the field can be difficult
to categorise (Curran & Blackburn 2001). In terms of lack of objectivity in qualitative
research, Curran and Blackburn (2001) suggested that objectivity can be achieved when
the researcher sticks to the principles and guidelines of conducting research and gives
priority to truthfulness in describing the research and reporting the findings. The
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credibility of a study using qualitative methods is achieved by ensuring the study’s
validity and reliability (Flick 2006).
4.5

Mixed Methods

The weaknesses of each research strategy, particularly in entrepreneurship studies, have
stimulated growing interest in combining the two approaches, i.e. quantitative and
qualitative, to provide the best opportunity for addressing the research questions.
Johnson, Onwuegbuzie and Turner (2007), as well as Creswell and Clark (2011)
referred to the integration of quantitative and qualitative methods as mixed-methods
research. This approach started with researchers in the social and behavioural or human
sciences, who believed that both quantitative and qualitative viewpoints and methods
were useful in addressing their research questions (Johnson, Onwuegbuzie & Turner
2007).

Various definitions of the mixed-methods approach have been provided over the years
due to the diverse perspectives of the researchers (Johnson, Onwuegbuzie & Turner
2007). Differences have concerned, for example, what was being mixed (e.g., methods,
methodologies), the place in the research process in which mixing occurred (e.g., data
collection, data analysis), the rationale for mixing (e.g., breadth, corroboration). By
integrating these different views, Johnson, Onwuegbuzie and Turner (2007, p123)
proposed a definition of mixed-methods research as “the type of research in which a
researcher or team of researchers combines elements of qualitative and quantitative
research approaches (e.g., use of qualitative and quantitative viewpoints, data collection,
analysis, inference techniques) for the purposes of the breadth and depth of
understanding and corroboration”.

The use of mixed-methods research allows the researcher to compensate for the
weakness of one single approach with the strengths of the other to achieve the best
results (Hurmerinta-Peltomäki & Nummela 2004; Johnson & Onwuegbuzie 2004;
Creswell & Clark 2011). Mixed methods enable the investigator to provide
generalisation of data derived from a quantitative approach; at the same time, it
facilitates the researcher’s generation of ‘thick and rich’ data from qualitative methods
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(Teddlie & Tashakkori 2009). The use of quantitative and qualitative methods in
combination provides a better understanding of research problems and in addressing the
research questions than a single approach alone (Hohenthal 2006; Creswell & Clark
2011). Furthermore, mixed methods may also increase the validity of the study (Teddlie
& Tashakkori 2009; Creswell & Clark 2011). In studying the international expansion of
Swedish SMEs, mixed methods applied in Hohenthal’s study (2006) provide a more
accurate explanation and hence increase its internal validity.

Despite its strengths in providing a more comprehensive picture of the phenomenon
under study, the mixed-methods approach possesses several weaknesses (Table 4.1).
Table 4.1 Strengths and Weaknesses of the Mixed-Methods Approach
Strengths

Weaknesses

A combination of both forms of data can
provide the most complete analysis of
problems. It provides a more complete picture
by noting trends and generalisation as well as
in-depth knowledge of participants’
perspectives.

It is not easy for a single researcher to carry
out both quantitative and qualitative research.
The researcher has to learn about multiple
methods and approaches and understand how
to mix them appropriately.

Provides strengths that offset the weaknesses
of both quantitative and qualitative research.

Mixed methods require more time and
resources (i.e., costly) to collect and analyse
both quantitative and qualitative data.

Provides a broader and more complete range of
research questions that cannot be answered by
qualitative or quantitative approaches alone.

Methodological purists contend that one
should always work within either a qualitative
or a quantitative paradigm.

Can provide stronger evidence for a conclusion
through convergence and corroboration of
findings.

Some of the details of mixed-methods
research remain to be worked out fully by
research methodologists (e.g., problems of
paradigm mixing, how to qualitatively analyse
quantitative data, how to interpret conflicting
results)

Source: Johnson and Onwuegbuzie (2004) and Creswell and Clark (2011)

Considering that the research problem of this study is to investigate the role of EO in
performance of the Indonesian SMEs, and that EO is a reflection of firm behaviour,
mixed-methods research is considered an appropriate approach for this study. By
employing mixed methods, i.e., quantitative and qualitative approaches, this study can
address the three research questions discussed below.
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4.6

Research Design

A research design is a framework for data collection and analysis to answer a study’s
research questions (Bryman & Bell 2011). The nature of the research questions is
crucial in selecting an appropriate method for the study. Quantitative methods are more
appropriate to address explanatory research questions. On the other hand, qualitative
methods are more suitable for exploratory research (Bryman & Bell 2011). Given that,
this study employed mixed-methods research, i.e., quantitative and qualitative methods,
which were conducted sequentially. In other words, the research design for this study
consisted of two distinct phases: quantitative methods in Phase One and qualitative
methods in Phase Two (Figure 4.1). This type of research design, which Creswell and
Clark (2011) described as mixed-methods sequential explanatory design, was used to
address three research questions in this study:
RQ1 : Which EO dimensions, as identified in the literature, have been
demonstrated by Indonesian SMEs in the furniture industry in
Central Java?
RQ2 : How are EO dimensions expressed by Indonesian SMEs in the
furniture industry in Central Java?
RQ3 : What EO dimensions influence the performance of Indonesian
SMEs in the furniture industry in Central Java?
The third research question yielded five hypotheses:
- H1: Autonomy has a positive and significant relationship with
firm performance.
- H2: Innovativeness has a positive and significant relationship
with firm performance.
- H3: Risk-taking has a positive and significant relationship
with firm performance.
- H4: Proactiveness has a positive and significant relationship
with firm performance.
- H5: Competitive aggressiveness has a positive and significant
relationship with firm performance.
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As shown in Figure 4.1, RQ1 was answered using the findings from the quantitative
methods and RQ2 was addressed employing results from the qualitative methods. RQ3
was answered using the findings from the quantitative methods and then elaborated
using the results from the qualitative methods.

RQ1: Which EO dimensions, as
identified in the literature, have
been demonstrated by Indonesian
SMEs in the furniture industry in
Central Java?

Phase One
Quantitative Methods
Quantitative
Data Collection

Quantitative
Data Analysis

Quantitative
Results

Phase Two
Qualitative Methods
Qualitative Data
Collection

Qualitative
Data Analysis

Qualitative
Results

RQ3: Which EO dimensions
influence the performance of
Indonesian SMEs in the
furniture industry in Central
Java?

RQ2: How are EO dimensions
expressed by Indonesian SMEs in
the furniture industry in Central
Java?

Figure 4.1 Research Design
Phase One: Quantitative Methods
The objective of using quantitative methods in this study is to test the generalisability of
relevant research findings in an emerging economy given the social-institution
differences between Indonesia and the western countries where the EO scale has been
developed and widely empirically investigated. A questionnaire was used as a tool to
collect data through a face-to-face survey. The items in the questionnaire were based on
relevant literature dealing with EO.

Phase Two: Qualitative Methods
The objective of using qualitative methods in this study is to explore, and provide more
understanding of, the entrepreneurial behaviour of Indonesian SMEs in the furniture
industry in Central Java. Interview guidelines were employed to gather information
from the respondents in face-to-face interviews.
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4.7

Unit of Analysis

This study used the firm or organisation as the unit of analysis, as the theory of EO and
its dimensions operate at the firm level. Lee and Lings (2008) referred to this approach
as group-level theories. Wales, Monsen and McKelvie (2011) posited that as an
organisational construct, EO is manifest within firms such that the entrepreneurial
attitude and behaviours pervade the organisation at all levels.
4.8

Population Definition

The population for this study was Indonesian SMEs, as defined by Statistics Indonesia
(Badan Pusat Statistik) (2008): i.e., firms that employ five to ninety-nine workers. The
wood furniture in Central Java was selected as a single industry for this study due to its
significant contribution to the regional and national economies: it contributed 26.5% of
national wood-furniture production and provided 27.8% of employment in the woodfurniture industry in 2006 (Central Java Industrial and Trade Office 2008). Moreover,
the majority of firms in the wood-furniture industry are SMEs (Tambunan 2009).

There were 1,176 firms classified as SMEs in the furniture industry in Central Java in
2006 (Central Java Industrial and Trade Office 2008). The sampling frame used in this
study was based on information provided by the Central Java Industrial and Trade
Office (2008).
4.9

Entrepreneurial-Orientation Measurement

In quantitative research, the credibility of the study relies heavily on the development of
instruments used to measure the underlying concepts (Golafshani 2003). In measuring
entrepreneurial behaviour, the EO scale has become the most widely used in the
literature (Runyan et al. 2012). The EO scale that has been applied in the majority of EO
studies is based on earlier work by Khandwalla (1976/1977) and Miller and Friesen
(1982). Miller (1983), who was the first to study EO empirically, suggested that firms’
degree of entrepreneurship could be seen as the extent to which they innovate, take risks
and act proactively. Covin and Slevin (1986; 1989) subsequently extended and refined
this instrument. Lumpkin and Dess (1996) then proposed two additional dimensions:
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autonomy and competitive aggressiveness, to complement Miller’s three dimensions of
EO. As discussed in Chapter 3, Lumpkin and Dess (1996) argued that autonomy is
required to motivate individuals in the firm to work in a positive manner that may lead
to higher firm performance. In addition, a firm not only needs to seize opportunities to
be successful, as reflected in the proactive dimension, but to respond to competitors’
threats, as shown in the competitive-aggressiveness dimension. For this reason, this
study adopted Lumpkin & Dess’s (1996) five EO dimensions: autonomy,
innovativeness, risk-taking, proactiveness and competitive aggressiveness.

This study used managerial perceptions in measuring the relationship between EO and
firm performance, as Lyon, Lumpkin and Dess (2000) suggested that perceptual
measures of EO may provide more precise information. The EO measures used in the
questionnaires are presented in Table 4.2.
Table 4.2 Entrepreneurial-Orientation Measures
No

Instruments (Items)

Q1

Employees in my firm are given freedom and independence in
doing their work, without depending on the owner/ manager’s
direction
In this firm, the owner/manager (rather than employee
initiatives) plays a major role in identifying and selecting the
entrepreneurial opportunities this firm pursues*.
The owner/manager of this firm believes that the best results
occur when employees, as individuals or a team, are able to
decide for themselves what business opportunities to pursue.
In this firm, the individuals and/or team pursuing business
opportunities have to obtain approval from their manager
before making decisions*.
In general, the owner/manager believes that employees will
work effectively when they decide on their own target.
Employees in my firm are given authority and responsibility
to act alone if they think it is in the best interests of the
business.
This firm is always creative in its methods of operation.

Q2

Q3

Q4

Q5
Q6

Q7
Q8
Q9
Q10

Q11

Sources
Lumpkin et al.
(2009)
Lumpkin et al.
(2009)
Lumpkin et al.
(2009)
Lumpkin et al.
(2009)
Lumpkin et al.
(2009)
Lumpkin et al.
(2009)
Lumpkin et al.
(2009)
Lumpkin et al.
(2009)
Lumpkin et al.
(2009)
Lumpkin et al.
(2009)

This firm prefers to design its own unique new methods of
production rather than adapting the methods of other firms.
In the last three years, this firm has marketed no new lines of
products or services*.
The owner/manager of this firm favours their own original
approaches to solve problems rather imitating methods that
other firms have used for solving their problems.
When confronted with decision-making situations involving Lumpkin et al.
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No

Q12

Q13
Q14
Q15
Q16

Q17

Q18
Q19
Q20

Instruments (Items)
uncertainty, this firm typically adopts a cautious, ‘wait-andsee’ posture to minimise the probability of making costly
decisions (as compared with a bold, aggressive posture to
maximise the probability of exploiting potential
opportunities).
The top managers of this firm have a strong proclivity for
high-risk projects (with chances of very high return), rather
than low-risk projects (with normal rates of return).
Employees in this firm are encouraged to take calculated risks
with new ideas.
In dealing with competitors, this firm typically initiates
actions to which competitors then respond.
In dealing with competitors, my firm is often the first business
to introduce new products/services.
The owner/manager of this firm has a strong tendency to
‘follow the leader’ in introducing new products or ideas*.

Sources
(2009)

Lumpkin et al.
(2009), Covin and
Slevin (1986; 1989)
Lumpkin et al.
(2009)
Covin and Slevin
(1986; 1989)
Covin and Slevin
(1986; 1989)
Lumpkin et al.
(2009), Lumpkin and
Dess (2001)
This firm avoids a confrontation with the competitors, and lets Covin and Slevin
them act*.
(1989), Lumpkin et
al.(2009)
In general, our business takes a bold and aggressive approach Lumpkin and Dess
when competing.
(2001)
Our business competes intensely in the furniture industry.
Lumpkin and Dess
(2001)
We try to undo and out-manoeuvre the competition as best we Covin and Slevin
can.
(1986; 1989),
Lumpkin and Dess
(2001)

Note: Items in italics with a superscript (*) are reverse-phrases.
4.10 Firm-Performance Measurement
Firm performance in this study was evaluated using financial and non-financial
measures to develop a comprehensive picture of a firm, as suggested by Knight (2000)
and Wiklund and Shepherd (2005). Measures used in this study were sales (quantity and
value), profit, number of employees (full-time and part-time), number of late deliveries
and number of complaints received. Growth, as one of the essential indicators of
business survival (Watson 2007), was used to assess firm performance. This means firm
performance was evaluated by comparing a firm’s current performance with its previous
performance (Becherer & Maurer 1997).
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Subjective or self-report measurement was employed in this study due to the difficulty
of obtaining objective measures from managers or owners of the respondents SMEs. As
indicated by Lyon, Lumpkin and Dess (2000), there are at least two possible reasons for
this difficulty. First, SMEs commonly do not have accounting records for their business.
Second, even if they do, respondents may be reluctant to provide them to the researcher.
As discussed in Chapter 3, previous studies have shown that subjective measures of
performance are generally consistent with objective measures (Dess, Lumpkin & Covin
1997; Lyon, Lumpkin & Dess 2000). Furthermore, when using subjective measures,
more respondents are expected to answer the questions, especially for financial
indicators, than when using objective measures (Runyan, Droge & Swinney 2008).

An interval scale ranging from 0 (much worse or much lower) to 100 (much better or
much higher) was used to assess firm performance. The scale used in the questionnaire
is discussed in the next section.

Table 4.3 Firm-Performance Measures
No

Instruments

Sources

Q21 Compared to previous years (since 2007), sales of our Jarvis et al. (2000), Naldi
products in 2009 in terms of volume (unit) are now…
et al. (2007), Stam and
Elfring (2008)
Q22 Compared to previous years (since 2007), sales of our Jarvis et al. (2000), Naldi
products in 2009 in terms of rupiah are now…
et al. (2007), Stam and
Elfring (2008)
Q23 Compared to previous years (since 2007), our annual profit Stam and Elfring (2008),
in 2009 is now…
Wang and Zhang (2009)
Q24 Compared to previous years (since 2007), the number of Stam and Elfring (2008)
full-time employees in our firm in 2009 has changed to…
Q25 Compared to previous years (since 2007), the number of Stam and Elfring (2008)
part-time employees in our firm in 2009 has changed to…
Q26 Compared to previous years (since 2007), our average late Abdel-Maksoud et al.
product deliveries in 2009 are now…
(2005)
Q27 Compared to previous years (since 2007), the number of Wiklund and Shepherd
complaints about our products in 2009 is now…
(2003), Abdel-Maksoud
et al. (2005)

4.11 Ethical Considerations
In conducting data collection for this study, ethical issues were given serious
consideration, particularly in relation to the respondents’ welfare and rights. Prior to the
commencement of data collection, approval for the study was obtained from the Human
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Research Ethics Committee (HREC) of the University of Wollongong. This was
necessary to avoid violations of ethical standards and to ensure that the consent of
participants was properly obtained, and that their confidentiality and privacy were
maintained.

At the first contact, potential respondents of this study were informed verbally of the
purpose of the research and that their participation was voluntary: in other words, that
they might withdraw their participation in this study at any time, and also withdraw any
data that they had provided up to that point. The Participation Information Sheet (PIS)
and Consent Form that were given to respondents are included in Appendix 1 and
Appendix 2 respectively. As this study comprised two phases of data collection (a
questionnaire survey and interviews), respondents’ consent was required for each phase,
even though the respondents in Phase Two (interviews) were also the respondents in
Phase One (a questionnaire survey). Particularly in Phase Two, permission to record the
interview dialogue using audiotape was also requested. The purpose of the recording
was to ensure that the information provided by the respondents was accurately
collected. However, if the respondent refused to be recorded, note-taking was used
instead.

Upon completion of the study, the data from questionnaires and interviews recorded
will be stored in confidence at the Sydney Business School, University of Wollongong
for at least five years, in line with the Guidelines of the HREC for Confidentiality and
Privacy. This is to ensure that the confidentiality and privacy of all respondents is
maintained.
4.12 Phase One: Quantitative Methods
In Phase One of data collection, a survey using questionnaires was carried out. The
administration of the survey, including sample selection, respondents and the datacollection procedure, is discussed below. This section also discusses the validity and
reliability of the measurements used in the questionnaire.
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4.12.1 Sample Size and Sample Selection in Quantitative Methods
Various opinions exist about the appropriate sample size for quantitative methods.
Researchers can use a range of guidelines when using factor analysis and multivariate
analysis. For example, Hair et al. (2010) recommended that as a rule for applying factor
analysis, the sample size has to be at least five times the number of variables to be
analysed. Coakes et al. (2010) also proposed that a minimum sample of five subjects per
variable is required. As the sample size also affects the generalisability of the results,
they recommended that the sample size be 100 or larger. While an adequate sample size
is a prerequisite for allowing the model to run, the most important thing is that the
sample must sufficiently represent the population of interest (Hair et al. 2010).

Because SMEs in the furniture industry in Central Java were dispersed in some regions,
an area sampling was used in this study to select the sample. In an area sample, the
population is divided into mutually exclusive and exhaustive subgroups based on
geographic areas (Churchill, Brown & Sutter 2010). SMEs in six centres of the woodfurniture industry in Central Java – Jepara, Semarang, Klaten, Sukoharjo, Surakarta and
Karanganyar – were used as a sampling frame. Based on statistical data analysis and
population-representativeness

requirements,

the

sample

of

150

SMEs

was

proportionally and randomly selected from these six areas (Table 4.4). These chosen
areas were also suggested by Government agencies and a trade association as
representing the population.

The criteria for selecting SMEs as a sample were that they be independently owned and
well-established furniture firms that at least have been set up for five years. These firms
might serve domestic as well as foreign markets. This is because some SMEs might
conduct not only direct but also indirect exports, using intermediaries due to their lack
of resources and information about foreign markets. Nevertheless, they might
considered as entrepreneurial firms and have many useful insights to share.
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Table 4.4 Sample and Area Selected
Regions

Total

Proportion (%)

Sample

Jepara

470

40

59

Semarang

165

14

22

Klaten

223

19

29

Sukoharjo

141

12

18

Surakarta

106

9

13

Karanganyar

71

6

9

1,176

100

150

TOTAL

4.12.2 Respondents in Quantitative Methods
The respondents chosen for the quantitative methods (Phase One) were those who
would be able to provide the necessary information to answer the research questions in
this study. Matthews and Scott (1995) and Becherer and Maurer (1997) posited that the
entrepreneur/owner-manager who leads the firm greatly influences the culture and
entrepreneurial manner of the firm. According to Aloulou and Fayolle (2005, p30), EO
is described as “the CEO’s strategic orientation reflecting a willingness of a firm to
engage in entrepreneurial behaviours”. Moreover, in SMEs, the strategic orientation of
the owner/manager is likely equal to the strategic orientation of the firm (Lyon,
Lumpkin & Dess 2000). For this reason, the key informants in this study were the
managers or CEOs of SMEs in the furniture industry. As Otero-Neira et al. (2009)
stated, these participants are considered to be the people who have the most
comprehensive knowledge about the organisation’s characteristics, strategy and
performance, including EO adoption in their firms.

The use of a single informant provides a number of advantages. As the most
knowledgeable individual in the firm, the informant can provide the information
needed. Furthermore, using a single informant means that only one individual in the
firm is affected, which may increase the probability of firms choosing to participate in
the study (Lyon, Lumpkin & Dess 2000). In terms of the reliability and validity of selfreported, single-respondent data, Chandler and Hanks (1993) found that owner/manager
assessment of business volume (earning, sales and net worth of the founder) was highly
correlated with archival sales figures. Hence, research using single-respondent self66

reports can be an appropriate and necessary means of operationalising constructs when
carefully performed (Lyon, Lumpkin & Dess 2000).
4.12.3 Questionnaires in Quantitative Methods
A questionnaire is a common tool used in a survey. However, developing a
questionnaire that can accurately measure respondents’ attitudes and behaviour can be
challenging (Ortinau, Bush & Hair 2009). For this reason, the items used in the selfadministered questionnaire in this study have been developed from relevant literature
dealing with EO. The questionnaire was originally prepared in English, and underwent
translation and back-translation: the items were translated into Indonesian as the study
was conducted in Indonesia, and then finally translated back into English again. This
translation procedure is consistent with the framework established by Brislin (1997) in
regard to the equivalence of language translations. Previous studies used across
countries or different languages samples (e.g., Knight 1997b; Kreiser et al. 2010;
Hansen et al. 2011) have applied this approach.

The questionnaire was organised into three sections: company and respondent
backgrounds, entrepreneurial orientation and firm performance. The first section,
company and respondent background, comprised twenty-one questions including both
open-ended and closed questions. Company background included questions about the
length of time the firm has operated, its products and markets and its marketing
activities. Respondent background consisted of questions about respondents’ age,
education and work experience.

The second section, entrepreneurial orientation, was adapted from previous studies
(Covin & Slevin 1986; Covin & Slevin 1989; Lumpkin & Dess 2001; Lumpkin,
Cogliser & Schneider 2009). In total, twenty scales of EO dimensions were asked in the
questionnaire, consisting of six items for autonomy, four items for innovativeness, three
items for risk-taking, four items for proactiveness and three items for competitive
aggressiveness.
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The third section consisted of seven measurements of firm performance. It was
developed based on previous research, such as Stam and Elfring (2008), Wang and
Zhang (2009) and Abdel-Maksoud et al. (2005).
The items for EO and firm performance were measured using a continuous-rating scale:
a horizontal line that runs from one extreme of the criterion to the other; i.e., from ‘0’ to
‘100’ indicating ‘strongly disagree’ and ‘strongly agree’, respectively, for EO adoption,
and ‘much worse’ to ‘much better’, respectively, for firm performance. This scale
allows the respondents to mark one appropriate point along the line that best represents
their opinion on each statement in the questionnaires. By using this scale, respondents
are not restricted to selecting the numbers or marks that have been set by the researcher
(Malhotra et al. 2006). The score provided by the respondents in a continuous-rating
scale is considered as interval data (Malhotra et al. 2006).

The wording of six EO items in the questionnaire was reversed to prevent response bias
(Pallant 2007). Response bias refers to error in the measurements used. It occurs when
respondents answer in a similar way due to boredom or lack of attention (Churchill,
Brown & Sutter 2010). Sekaran (2004) also suggested that reversing the wording of
some questions can minimise the tendency for the respondent to mechanically mark the
right end of the scale. Therefore, by combining positively and negatively worded
statements, this study expected that the respondents would be alert when completing the
questionnaires. As the scale contains some items that were negatively worded, these
response values needed to be reversed before conducting data analysis (Hair et al.
2010).
4.12.4 Validity and Reliability of the Measurements in Quantitative Methods
Validity and reliability are two properties of the measurements that have to be taken into
account to ensure that the instruments used are both accurate and consistent (Sekaran &
Bougie 2009; Bryman & Bell 2011). Validity, the first property, refers to the extent to
which the measures used in the questionnaire are truthfully measuring the intended
concept and not something else (Sekaran & Bougie 2009; Hair et al. 2010). The second
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property, reliability, refers to the extent to which the items used to measure the concept
are ‘error-free’ and produce a ‘true’ value (Sekaran 2004; Hair et al. 2010).

Particularly in a quantitative study, an issue of a measurement error should be addressed
correctly. Measurement error is “the degree to which the observed values are not
representative of the ‘true’ values” (Hair et al. 2010, p7). Many sources can contribute
to measurement error, such as data-entry errors, inaccuracy in applying the
measurement scale or the respondent’s inability to provide information accurately.
These errors are assumed to exist, to some degree, in all variables used in multivariate
techniques (Hair, 2010). To reduce measurement error in any measure, the validity and
reliability of the measurements must be assessed properly.
4.12.4.1 Validity of the Measurements in Quantitative Methods
The validity of a measure is critical because theoretical constructs are not directly
observable; rather, they are measured using observed variables. Hence, validity
indicates how well a measure reflects its unobserved construct (Ping 2004).

Commonly, two types of validity are applied in research: content (or face) validity and
construct validity (Ping 2004; Sekaran & Bougie 2009). Content validity refers to the
degree to which the items in the questionnaire represent the concept or theoretical
constructs that will be measured (Sekaran 2004; Sekaran & Bougie 2009; Zikmund,
Babin & Griffin 2010). Since there is no formal statistical test for content validity,
researcher judgement and insight must be applied (Garver & Mentzer 1999). The
content validity of the measurements was addressed in this study, as the measurement
items selected were derived from an extensive and thorough review of the relevant
literature. Furthermore, the involvement of experts in a pilot test to evaluate the
measurements used in this study, as suggested by Sekaran (2004), was also considered
to attest to the content validity of the instruments. The pilot test of the questionnaire
survey in this study will be discussed in the Section 4.12.6.

Construct validity shows the extent to which a set of measured items actually reflect the
theoretical latent construct those items are designed to measure (Hair et al. 2010).
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Construct validity related to unidimensional measures in this study will be discussed in
Chapter 5: Quantitative Data Analysis.
4.12.4.2 Reliability of the Measurements in Quantitative Methods
The reliability of a measure refers to the extent to which the items used to measure the
concept are ‘error-free’ and produce the ‘true’ value (Sekaran 2004; Hair et al. 2010). A
reliable measurement shows its consistency and stability in measuring the underlying
concept across different situations (Sekaran 2004; Field 2009). This study applied two
indicators of internal consistency: Cronbach’s alpha coefficient and construct reliability.
The former is the most commonly used reliability measure (Pallant 2007; Hair et al.
2010). The latter is often used in conjunction with the application of confirmatory factor
analysis (CFA) and structural equation modeling (SEM). The procedure and the results
of the measurement reliability of this study will be discussed in Chapter 5: Quantitative
Data Analysis.
4.12.5 Data-Collection Procedures in Quantitative Methods
In conducting quantitative research, a survey using a questionnaire is the most common
technique employed to gather the data (Malhotra et al. 2006). Based on nature of survey
interaction, a questionnaire can be distributed to respondents using several modes: mail,
telephone, internet (electronic) and face-to-face (Malhotra et al. 2006; Churchill, Brown
& Sutter 2010). Table 4.5 provides advantages and disadvantages of several datacollection methods for research using surveys.
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Table 4.5 Data-Collection Methods for Research Using Surveys
Description
Mail survey
A self-administered
questionnaire sent to respondents
through the mail.

Telephone survey
An interaction between a
researcher and respondents over
the telephone.

Internet survey
A self-administered
questionnaire sent to respondents
over the internet.
Face-to-face survey
A direct conversation between a
researcher and respondents at a
mutually convenient place.

Advantages

Disadvantages

Convenient for the respondents.
Enables coverage of a larger
area.
Lower cost than face-to-face
survey.

No opportunity for the
respondent to ask for
clarification.
Low response rate.

Allows respondents to ask for
clarification.
Higher response rate than mail
survey.
Less expensive than face-to-face
survey.

Restricts the type of data
collected.
Random sampling is unlikely to
be carried out.
Less in-depth due to a shorter
interview.

Convenient for the respondents
Enables coverage of a larger
area.

Restricted to people who are
familiar with a computer.
Restricted to people who have
internet access.

Allows respondents to ask for
clarification.
Higher response rate than mail
survey.

Time-consuming.
More expensive than the other
three modes.
Potential bias/participant
influenced by researchers.

Source: Bryman and Bell (2011), Zikmund et al. (2010), Sekaran and Bougie (2009), Ortinau et
al. (2009).

A mail survey is a self-administered, paper-based questionnaire sent to respondents
through the mail. This method allows a researcher to distribute questionnaires to the
respondents who live in a widely dispersed geographic area. It also provides
convenience for the respondents to complete the questionnaires (Zikmund, Babin &
Griffin 2010; Bryman & Bell 2011). In terms of cost to administer, a mail survey is
relatively lower than a face-to-face survey (Zikmund, Babin & Griffin 2010). However,
in a mail survey the respondent is not able to ask for help if they have difficulty
understanding or answering a question, as there is no verbal interaction between the
respondents and the researcher (Malhotra et al. 2006; Bryman & Bell 2011). Another
problem with a mail survey is a potentially low response rate (Zikmund, Babin &
Griffin 2010; Bryman & Bell 2011), particularly when it is conducted in developing
countries (Daniels & Cannice 2004).

A telephone survey is an interaction between a researcher and respondents through
telephone (Churchill, Brown & Sutter 2010). This method allows the respondents to ask
for clarification if they do not understand the questions (Zikmund, Babin & Griffin
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2010). It is likely to provide a relatively higher response rate than a mail survey and has
a lower cost to administer than a face-to-face survey (Zikmund, Babin & Griffin 2010).
For some respondents, a telephone survey might be more comfortable than having to
face an interviewer (Sekaran & Bougie 2009). However, this mode has some potential
drawbacks. A telephone survey restricts the type of data to be collected. It is difficult for
respondents to answer questions using scales or multiple levels of agreement or
disagreement (Ortinau, Bush & Hair 2009). Furthermore, only people who are listed in
telephone directories have the probability to be chosen as part of a sample (Ortinau,
Bush & Hair 2009; Churchill, Brown & Sutter 2010; Bryman & Bell 2011). This means
that truly random sampling is unlikely to be carried out because some people choose to
have unlisted numbers or have only a mobile phone (Ortinau, Bush & Hair 2009).
Another disadvantage of a telephone survey is that it has to be carried out in a shorter
time than a personal interview to avoid respondents’ boredom. It results in less in-depth
information relating to the topic (Ortinau, Bush & Hair 2009).

An internet survey is a self-administered questionnaire that uses the internet for
distribution (Churchill, Brown & Sutter 2010). Similar to mail surveys, internet surveys
can cover a wide area and allow respondents to complete the questionnaire at their
convenience, in terms of time and place. However, this method is only suitable for
respondents who are familiar with a computer, have access to the internet and have an
email address (Churchill, Brown & Sutter 2010; Zikmund, Babin & Griffin 2010).

A face-to-face (door-to-door) survey involves a direct conversation between a
researcher (or representative) and the respondents at a mutually convenient place
(Churchill, Brown & Sutter 2010). A questionnaire can be completed in two ways: the
respondents can self-administer it or a researcher can ask the questions and record the
respondents’ answers. This mode has many advantages. Crucially, it increases the
likelihood that a respondent will be willing to complete the questionnaire (Ortinau,
Bush & Hair 2009; Zikmund, Babin & Griffin 2010). Li et al. (2008), who conducted a
face-to-face survey of small firms in China reported, a 71% response rate, which is
considered very high. It also allows researchers or field workers to interact with the
respondents to clarify questions (Sekaran & Bougie 2009). The drawback of this mode
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is that it is a time-consuming and costly method because the researcher or
representatives has to visit each respondent to distribute the questionnaire.

Marschan-Piekkari and Welch (2004) suggested some factors that should be taken into
account when conducting research in developing countries, such as cultures that
highlight social relationships (including face-to-face communication). Based on those
concerns, the survey for this study was conducted face-to-face to encourage more
respondents to participate, and ultimately increase the response rate.
4.12.6 Pilot Test in Quantitative Methods
Before a survey is carried out, all aspects of the questionnaire as a survey instrument
(i.e., question content, wording, sequence and instructions) have to undergo a pilot test
(Malhotra et al. 2006). The purposes of a pilot test are to identify and eliminate any
problems that may exist in a questionnaire design (Malhotra et al. 2006; Zikmund,
Babin & Griffin 2010) and examine the reliability and validity of measures used in the
questionnaire (Sekaran 2004).

In this study, a pilot test was carried out twice with two different groups of participants,
as suggested by Malhotra et al. (2006). The first group consisted of two academics and
five fresh graduates from the Management Department of the Faculty of Economics and
Business, Universitas Diponegoro, Indonesia. The two colleague academics in the first
group were considered expert in entrepreneurship and small-business studies. One of
these academics was a statistician as well. A pilot test with the experts was also used to
confirm content validity of the measurements used in the questionnaire. The second
group was composed of five owners/managers of SMEs in the furniture industry in
Central Java. This group was chosen as suggested by Hair et al. (2010), who said that
when the scales used in the research are based on previous studies, a pilot test with
respondents similar to those from the population to be studied is recommended to screen
items for appropriateness.

As some of the items in the questionnaire, particularly in EO measures, were translated
from English to Indonesian, the participants in the first group were asked to evaluate the
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first version of the questionnaire based on several aspects: clarity, bias, ambiguity,
sequence and relevance to the Indonesian SME context. Based on the first group’s
feedback, some questions were reworded to reduce the risk of confusing respondents,
the sequence of some questions was rearranged and some questions relating to company
and respondent background were added.

A revised questionnaire was then tested with the second group, which was comprised of
five respondents drawn from the same population as the actual survey; in other words,
they had similar characteristics, attitudes and behaviour to those of the population being
studied (Malhotra et al. 2006). The second group was asked to assess whether the
wording of the questions was understandable so there would be no ambiguity and
misunderstanding by the respondents when they completed the questionnaire.
Furthermore, a pilot test in this second group also aimed to evaluate the time required to
complete the questionnaire. From the comments of the second group, the wording of
some questions was further revised to provide simpler and clearer questions without
changing the meaning. It was also revealed that the questionnaire required about ten
minutes to complete. The pilot test confirmed that the final questionnaire used in this
study could be considered an appropriate instrument for its intended purpose.
4.12.7 Training for Enumerators in Quantitative Methods
As this study used a face-to-face survey, five enumerators were employed to help the
researcher distribute the questionnaires to each respondent. The enumerators were
selected based on a number of factors:
1) They must be educated, because understanding the questionnaire requires
analytical ability. All of the enumerators were fresh graduates from the
Management Department of the Faculty of Economics and Business, Universitas
Diponegoro, Indonesia.
2) They must have experience in conducting a survey. To fulfil partial requirements
of their bachelor’s degree at the Faculty of Economics and Business, Universitas
Diponegoro, Indonesia, these enumerators had written a thesis (skripsi) using
primary or secondary data in the final semester and defended it before
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examiners. Moreover, they had worked as enumerators for other research
projects.
Even though the enumerators were familiar with survey methods, training was still
considered necessary. During the one-day training, the researcher explained the purpose
of this study, presented the instructions for filling out each section and clarified each
question in the questionnaire. The researcher also discussed strategies to encourage the
potential respondents to participate in this study without violating the respondents’
rights and welfare.
4.12.8 Face-to-Face Questionnaire Survey
Prior to conducting the survey, the researcher contacted the Central Java Industrial and
Trade Office (Dinperindag Jateng), the Central Java Cooperatives and SMEs Office
(Dinas Koperasi dan UKM Jateng) and the Central Java Indonesian Furniture Producers
Association (ASMINDO) to obtain current data for SMEs in the furniture industry. The
Government agencies and a trade association were also requested to provide an
endorsement to conduct this study. Support from these bodies was crucial, as Curran
and Blackburn (2001) pointed out, due to the difficulties in accessing SMEs directly.
The owners, who also commonly act as managers, are busy people, and could be
reluctant to sacrifice their time to be interviewed. Most of them might not be interested
in being involved in the research because they are sceptical about the importance of
scientific research. However, endorsement by Government agencies and a trade agency
could convince them of the importance of their participation.

The final version of the questionnaire (Appendix 4) was distributed to the respondents
along with a cover letter explaining the academic purpose of the study and the use of the
information gathered (Appendix 3). A total of 150 questionnaires were delivered to
respondents in six centres of the wood-furniture industry in Central Java: Jepara,
Surakarta, Karanganyar, Sukoharjo, Klaten, and Semarang.
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As expected from a face-to-face survey, all 150 questionnaires were completed; i.e.,
there was a 100% response rate. However, after the questionnaires were checked, five
questionnaires could not be used for the following reasons:
1. Two questionnaires were completed by people who were not by the intended
respondents (i.e., owners/managers of SMEs).
2. Two respondents produced rattan furniture as their main product rather than
wood furniture.
3. One respondent was located on the border of two provinces: Central Java and
Jogjakarta. However, administratively, this respondent’s location was included
in the territory of Jogjakarta province, whereas this study focused on the SMEs
in Central Java.
The final result was 145 usable questionnaires (96.7% of returned questionnaires).
4.12.9 Quantitative Data-Analysis Techniques
Data collected through questionnaires was coded and transformed into matrix form in
Excel software; this allowed the data to be analysed using statistical software packages,
such as SPSS (Statistical Package for Social Science) and AMOS (Analysis of Moment
Structures). The score reversion, where appropriate, was also conducted to
accommodate further analysis.

Data analysis for the quantitative methods was undertaken in five principal stages: data
preparation and screening, descriptive statistics, exploratory factor analysis (EFA),
confirmatory factor analysis (CFA) and structural equation modeling (SEM). SPSS
version 17.0 for Windows was used in this study in preparing and screening the data,
conducting descriptive statistics and performing EFA. AMOS version 17.0 for
Windows was used in this study to carry out CFA and SEM. The results of the
quantitative data analysis of this study will be presented in Chapter 5.
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4.13 Phase Two: Qualitative Methods
The second phase of the data collection in this study was carried out by using in-depth,
face-to-face interviews. The organisation of the interviews, including sample size,
respondents and the interview procedure, are presented below.
4.13.1 Sample Size and Sample Selection in Qualitative Methods
The respondents in Phase Two were the same respondents as in Phase One, i.e.,
owners/managers of SMEs, because they had the potential to answer the interview
questions accurately. Unlike quantitative methods that require large samples for
generalisation of the findings, qualitative methods typically analyse a relatively small
sample in-depth. For that reason, samples in qualitative methods tend to be purposive,
rather than random (Miles & Huberman 1994).

Based on purposive sampling, it was expected that a minimum of fifteen SMEs in the
furniture industry in Central Java would be selected as the sample in Phase Two. Miles
and Huberman (1994) suggested that limitations on time and other resources have to be
taken into account in determining the number in the sample in qualitative research. Data
saturation – the point at which no more interviews are needed because no further new or
relevant information is likely to emerge from additional respondents (Strauss & Corbin
2008) – was also considered in this study in deciding the number of interviews.
Nevertheless, the sample selected has to connect directly with the research questions.

In this study, the respondents for interviews were selected during data collection in
Phase One. After the respondents finished filling out the questionnaire in the survey,
they were asked whether they were willing to be interviewed in Phase Two. As many as
thirty-five SMEs respondents agreed to participate in the interviews. However, during
the period of data collection in Phase Two, only thirteen of them were available to be
interviewed due to their business activities or personal reasons. These respondents were
located in four centres of the wood-furniture industry in Central Java: Jepara (four
respondents), Surakarta (three respondents), Klaten (two respondents), and Semarang
(four respondents).
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To provide a complete picture of the wood-furniture industry in Central Java, interviews
were also conducted with advisors from government agencies: the Central Java
Industrial and Trade Office (Dinperindag Jateng) and the Central Java Cooperatives
and SMEs Office (Dinas Koperasi dan UKM Jateng), which have a scope of
responsibilities relevant to SMEs in the furniture industry in Central Java. In addition,
interviews were also conducted with a representative from the furniture producers’
association in Central Java (ASMINDO), and local as well as foreign buyers, due to their
significant role in the furniture industry. This study also interviewed an advisor from a
financial institution (PT. Jateng Ventura) that was responsible for managing funds
provided by the Ministry of Cooperatives and SMEs to support SMEs in the furniture
industry in Central Java. The fund was used to develop a cluster in Semarang and
provide financial assistance for the cluster members. In total, nineteen interviews were
conducted in Phase Two (Table 4.6).
Table 4.6 Interview Respondents
Respondent
SMEs
Government agencies
Trade Association
Buyers
Financial institution
Total

Number
13
2
1
2
1
19

4.13.2 Data Collection in Qualitative Methods
Interviews are one of the most common data-collection methods in qualitative research
(Bryman & Bell 2011). Daniels and Cannice (2004, p185) defined an in-depth interview
study as “one where the data and findings are based on direct researcher-to-respondent
conversations (in person or by phone)”. Interviews provide flexibility for the researcher
to adapt and change the questions as the research proceeds (Sekaran 2004).

The interviewer plays a significant role in encouraging respondents to provide as much
information as possible (Churchill, Brown & Sutter 2010). Furthermore, the success of
an interview is determined by the researcher’s skill in probing the respondents’
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responses (Zikmund, Babin & Griffin 2010). By conducting interviews, the researcher
may obtain a clear picture of the participant’s perspective on the research topic (Mack et
al. 2005) and rich and thorough information that expresses respondents’ own
experiences, feelings, and opinions (Lee & Lings 2008).

Daniels and Cannice (2004) suggested three situations where interview-based research
may be appropriate. First, this approach is suitable for exploratory and theory-building
studies, in which researchers have little or no pre-existing knowledge of the social
phenomenon under investigation. By conducting interviews, the researcher is able to
discover relationships or situations that have not previously been predicted. Second,
interview-based research is appropriate when the subject of study is only a small
population. This method offers an opportunity to obtain deeper information from each
participant. Third, interviews allow researchers to develop a relationship with the
respondents and establish trust and rapport. This close relationship facilitates acquisition
of accurate information from the respondents (Sekaran & Bougie 2009). Interviews
conducted post-survey allow the researcher to explore findings in more depth, in
particular unanticipated findings, and to understand the reasons for the answers given.

Face-to-face in-depth interviews were chosen for this study, as this method is
considered the most effective strategy for collecting data from small-firm entrepreneurs
and owners/managers (Curran & Blackburn 2001). The interview allows respondents
“to describe what they do, how, when, where and why” (Gilmore, Carson & O'Donnell
2004, p351).

In this interview, as Mack et al. (2005, p98) suggested, ”the researcher asked questions
in a neutral manner, listening attentively to participants’ responses, and asking followup questions and probes on those responses”, as the respondents are considered the
experts on the topic being investigated. In-depth, face-to-face interviews allow the
researcher to clarify doubts and ensure that the responses are properly understood by
repeating or rephrasing the questions.

By conducting face-to-face interviews, the interviewer can pick up body language and
nonverbal signals from the respondents (Sekaran & Bougie 2009). On the other hand,
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face-to-face interviews also allow respondents to see the researcher’s gestures and facial
expressions in asking the questions, probing for more information and paraphrasing
some of the answers. Visual cues of friendliness from the interviewer, like smiling or
maintaining good eye contact, are crucial in gaining rapport with interviewees (Sekaran
& Bougie 2009; Zikmund, Babin & Griffin 2010; Bryman & Bell 2011).

The researcher was the sole interviewer in this study. Semi-structured interviews using
an interview protocol were used in this study to collect data. Using open-ended
questions enabled the researcher to explore the respondent’s experience in adopting an
entrepreneurial orientation. At the same time it allowed the researcher to probe and
clarify issues emerging during the interviews (Sekaran & Bougie 2009; Leedy &
Ormrod 2010).

To provide a comprehensive description of the respondents’ entrepreneurial behaviour,
this study employed observations and field notes in addition to interviews with the
respondents. Photographs were used to complement the information as well.
4.13.3 Trustworthiness: Validity and Reliability in Qualitative Methods
Validity and reliability are the criteria used to assess the quality, in terms of procedure
and results, of the qualitative research (Flick 2006; Bryman & Bell 2011). Lincoln and
Gubba (1985) proposed the term trustworthiness to substitute for the concept of
reliability and validity of the research in a positivist paradigm. Trustworthiness contains
four criteria: credibility, transferability, dependability and confirmability (Lincoln &
Gubba 1985), as shown in Table 4.7.
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Table 4.7 Description of Trustworthiness
Trustworthiness Criterion

Description

Credibility (internal validity)

The researcher’s observation matches with theoretical
ideas.
The extent to which the researcher’s working hypothesis
can be applied to other contexts or different settings.
Whether the study can be replicated (external reliability)
and whether others who observe and hear the
information agree with it (internal reliability).
The researcher acts in good faith when conducting
research.

Transferability (external validity/
generalisability)
Dependability (reliability)

Confirmability (objectivity)

Source: Lincoln and Gubba (1985)

In order to address a requirement of trustworthiness, this study complied with
established criteria by following a logical research design throughout. The research
design, including data-collection methods and data analysis, was cautiously planned and
implemented. Furthermore, this study allows the presentation of a transparent process in
conducting research and tries to be as open as possible towards the readers, telling about
successes as well as setbacks in the field.

Credibility
Unlike in quantitative research, where credibility relies heavily on instrument
development, in the qualitative research the researcher himself/herself plays a
significant role in determining credibility since ‘the researcher is the instrument’ (Patton
2002, p.14) and influences the research process (Wigren 2007). Credibility can be
enhanced through several activities such as prolonged engagement, triangulation and
member-checking. Due to time constraints in conducting this research, prolonged
engagement was not carried out. Instead, this study applied triangulation and memberchecking.

Triangulation is the process of applying various methods (across-methods and withinmethods) in data collection, comparing information from many sources to clarify
meaning and reduce the likelihood of misinterpretation (Creswell & Miller 2000;
Denzin & Lincoln 2000; Veal 2005). In this study, across-methods triangulation was
addressed by conducting a survey (Phase One) and interviews (Phase Two). By doing
this, the findings from both can be contrasted and compared. Within-methods
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triangulation was also applied in this study by performing observations and using field
notes written by the researcher to complement interviews as a primary method in the
study’s qualitative approach. Information from other parties, such as from the
government agencies, a trade association, buyers and other agencies related with SMEs
in the furniture industry in Central Java, was also collected through interviews to verify
and add to the information acquired from the owners/managers as the key informants.

Member-checking or respondent validation is also recommended by Curran and
Blackburn (2001) for small-business studies. This validation procedure is conducted by
involving the participants in assessing the researcher’s interpretation from the interview
and check whether the interpretations correctly represent them (Creswell & Miller
2000). In this study, respondent validation was carried out by presenting their own
interview transcripts to three respondents who were available and willing to provide
their time to read them. All three respondents agreed with the transcripts. Considering
that the respondents of this study are busy people due to their responsibilities for many
functions in their firms, difficulty in conducting respondent validation was anticipated.
During the interviews, the researcher always restated or rephrased important
information given by respondents, to make sure that the researcher understood issues as
the respondents intended to represent them. A sample of an interview transcript is
attached in Appendix 9.

Transferability
Transferability in this study was enhanced through thick and rich description as
suggested by Lincoln and Gubba (1985). It allows the researcher to provide a rich and
detail description of the interview process, including the setting, the participants and the
themes (Creswell & Miller 2000). A vivid narrative illustration may convey the study’s
setting or situation. In this study, the researcher wrote field notes on a daily basis during
the data-collection period. The field notes included data-collection activities, the
interview situations for each respondent and any facts that were considered interesting
and relevant to this study. Appendix 8 contains a sample field note. With the permission
of the respondents, the researcher took some photos of the respondents’ workplaces.
The negotiation process between the respondents and their buyers were also captured in
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the photos (Appendix 15). It was felt that this information would enhance the
understanding of the researcher and the rich description of the object being studied.

Dependability (Reliability)
Reliability in qualitative research depends largely on the quality of recording and
documenting data, and the ability of the researcher to interpret it (Flick 2006). One of
the methods to increase the reliability of interviews is by conducting training for the
interviewers (Silverman 2005; Flick 2006; Bryman & Bell 2011). In this training, the
question flow can be evaluated. Practising interviewing can raise the self-confidence of
the interviewer (Bryman & Bell 2011).

Prior to data collection in this study, the researcher, as the sole interviewer, conducted
some practice interviews while being observed by her Ph.D. supervisor. During this
training it emerged that some academic terms used in the interview guideline had to be
changed into practical terms that the respondents were familiar with. Some questions
were also modified as they caused confusion for the respondents. The researcher also
learned to probe the respondents’ responses to obtain more detailed information. Based
on the feedback from the interview training, the interview guideline was amended.

The interview training could be considered as a pilot test for an interview. Silverman
(2005) and Flick (2006) suggested that the interview guideline could also be checked
during the test interview or after the first interview to maintain the reliability of the
interviews. This offered the possibility of modifying questions and/or generating new
questions (Silverman 2005). The first interview with the owner/manager of an
Indonesian SME in the furniture industry in Central Java was conducted to check
whether the interview guideline could be used to provide the expected information and
approximately how long the interviews would last. This interview lasted for forty
minutes; that length of time was considered sufficient to provide the information
required and yet to avoid interview bias (discussed below). Some questions in the
guideline were revised based on the results of this interview.
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Confirmability (Objectivity)
This refers to the extent to which the findings are the product of the inquiry focus and
not the researcher’s biases (Lincoln & Gubba 1985). This means that the researcher
allows others to determine if the conclusions, interpretations and recommendations can
be traced to their sources and if they are supported by the inquiry. This study addressed
the confirmability criterion by presenting the data-collection process, including the
pilots, in detail.
4.13.4 Interview Bias
Interview bias exists when information given by the respondents during the interviews
is inaccurate or incorrect. The researcher needs to be aware of the sources of bias if they
choose to use interview as a data-collection method so that they can acquire relatively
valid information. There are three sources of interviews bias: the interviewer, the
interviewee and the situation (Sekaran & Bougie 2009).

The interviewer contributes to response bias if he or she is not able to develop trust and
rapport with the respondents. The gestures, facial expressions and wording used by the
interviewer play a significant role in establishing a convenient relationship with the
respondents (Sekaran & Bougie 2009; Zikmund, Babin & Griffin 2010).

Interviewee bias may happen when the respondents, either consciously or
unconsciously, seek to create a favourable impression on an interviewer. For example,
the respondents might inflate their sales or overstate their education backgrounds. They
may provide information that they believe will please the interviewer rather than the
truthful response (Sekaran & Bougie 2009; Zikmund, Babin & Griffin 2010). This bias
is more likely to occur when the interviewer develops a positive relationship with the
interviewee or when the interviewer is seen as a representative of the Government.

Situation bias occurs when the interview is carried out at the wrong time or place. If the
respondents are interviewed when they are extremely busy or exhausted, it may affect
their responses (Sekaran & Bougie 2009; Zikmund, Babin & Griffin 2010). The length
of the interview also determines the quality of information they are provided. The
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longer an interview lasts, the higher the probability of a response bias (Sekaran &
Bougie 2009).

To avoid interview bias, as previously mentioned, the researcher as the sole interviewer
in this study undertook interview training, not only to increase her self-confidence, but
also to practice appropriate gestures and facial expressions during the interviews. To
minimise situation bias, the respondents in this study were given the freedom to
determine the time and place of interviews.
4.13.5 Interviews with Government, Trade and Other Agencies
Before interviewing the owners/managers of SMEs, exploratory interviews were carried
out with advisors from government agencies: the Central Java Industrial and Trade
Office (Dinperindag Jateng) and the Central Java Cooperatives and SMEs Office
(Dinas Koperasi dan UKM Jateng), whose scope of responsibilities is relevant to SMEs
in the furniture industry in Central Java. The Central Java Indonesian Furniture
Producers Association (ASMINDO), as a trade association, and an advisor from a
financial institution (PT. Jateng Ventura) related to SMEs in the furniture industry in
Central Java, were interviewed as well. The purpose of these interviews was to obtain
information on current issues related to the topic of the study; in other words, issues
emerging more recently than the publication of the most recent research that might
affect the topic.

Telephone calls and office visits were used to approach the advisors from the
Government offices, trade association and financial institution to participate in this
study. All interviews were conducted in their offices at the time they specified. All
interviewees consented to the interviews being recorded.
4.13.6 Interviews with Owners/Managers of SMEs
Semi-structured interviews with owners/managers of SMEs were conducted in this
study; that is, a list of open-ended questions on specific topics in this study was used as
a guideline for the researcher to carry out the interview and to allow respondents
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flexibility in answering (Bryman & Bell 2011). This method enabled the researcher to
ask other relevant questions not on the list (Sekaran & Bougie 2009). It also offered the
opportunity for the emergence of themes not identified in the predominantly western
entrepreneurial research conducted previously.

Appointments with the respondents were made before the interviews were carried out.
The respondents decided the time and place for the interviews to be conducted. Twelve
respondents were interviewed in their workplaces, which were located next to or not far
from their houses. One respondent was interviewed in a sawmill while he was waiting
for his timber to be cut there.

The interviews were conducted with traditional politeness, mostly using the Indonesian
language. By doing so, potential communication difficulties between the interviewer
and interviewees were minimised. Occasionally, some respondents replied in Javanese,
a local language used by the majority of people living in Central Java. Since the
researcher is a native speaker of Javanese, the use of Javanese by some respondents did
not cause problems in the interviews and transcriptions processes. Each interview lasted
approximately thirty to sixty minutes.

Note-taking and a tape recorder were used as interview tools. However, as noted in the
discussion of ethical considerations, permission from the respondents was sought before
using a tape recorder. Observations were also carried out to complement the data
gathered from interviews.
4.13.7 Interviews with Buyers
Interviews were also conducted with buyers of wood furniture. The role of buyers in
this industry is significant, as they connect producers to consumers, particularly
consumers in other countries. Because the majority of furniture producers that serve the
international market do not export their product directly, local as well as foreign buyers
appear to function as intermediaries in facilitating exports (Posthuma 2003).
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Two buyers were interviewed to provide information about their role in the furniture
industry, particularly with regard to SMEs. They were also asked in which part of the
furniture-making process they were involved. One local buyer, who was interviewed in
his office, gave his consent to be recorded. However, a foreign buyer, who was
interviewed when he checked his order in one of the SME respondents’ workshop,
refused to be recorded and note-taking was used instead.
4.14 Qualitative Data-Analysis Technique
Eighteen out of nineteen interviews were recorded and later transcribed in Indonesian.
Note-taking was used in interviewing the nineteenth interviewee, a foreign buyer who
did not provide consent to be recorded. All transcriptions and notes were then translated
into English. The identity of each respondent was removed from the transcriptions and a
code was assigned as means of identification. A list of participants and the code
assigned to them was kept confidential.

The transcriptions of each interview and notes were read through several times to allow
the researcher to become familiar with and immersed in the raw data. This process can
capture the crucial description of the phenomena (Ello & Kyngäs 2007). Field notes,
collected documents and photos relevant to this study were sorted and examined to
complement the data acquired from interviews.

Content analysis was applied in analysing qualitative data in this study. Content analysis
as a research method is “a systematic and objective means of describing and quantifying
phenomena” (Ello & Kyngäs 2007, p.108). Content analysis can be used to analyse
written, verbal or visual communication (Cole 1988; Bryman & Bell 2011) and
qualitative or quantitative data (Ello & Kyngäs 2007). Duriau, Reger and Pfarrer (2007)
who carried out a content analysis of the content-analysis literature in organisation
studies from 1980 to 2005 reported that interviews and other field data are some of types
of data commonly used by researchers, in addition to other data such as annual reports,
internal company documents, trade magazines and transcribed videotapes. They also
found that the content-analysis techniques normally used in this literature are frequency
count and qualitative approaches.
87

Content analysis provides some advantages over other methods of analysis. It allows the
researcher to investigate theoretical issues to develop a better understanding of the data
(Ello & Kyngäs 2007). According to Duriau, Reger and Pfarrer (2007), content analysis
provides a replicable methodology to access deep individual or collective structures
such as values, intentions and attitudes. As such, content analysis is applicable to broad
range of organisational phenomena. For this reason content analysis is suitable to
examine entrepreneurial behaviour such as EO, a topic that is difficult to study using
traditional quantitative methods and archival databases (Duriau, Reger & Pfarrer 2007).
Furthermore, content analysis allows flexibility for researchers in analysing data. This
method may be used in an inductive or deductive approach (Duriau, Reger & Pfarrer
2007; Ello & Kyngäs 2007). The former is appropriate when there is no prior
knowledge about the phenomenon. The latter is recommended if the analysis is based
on previous knowledge and particularly if the purpose of the study is to test theory.
Providing these benefits, the use of content analysis in organisational studies has,
unsurprisingly, been growing in the last three decades (Duriau, Reger & Pfarrer 2007).

Due to the challenges in measuring firms’ entrepreneurial behaviour, entrepreneurship
scholars have called for the incorporation of content analysis to measure EO (Lyon,
Lumpkin & Dess 2000). To date, relatively few studies have used content analysis to
assess elements of the EO construct (Short et al. 2010). In response to this, Short et al.
(2010) applied content analysis to examine the extent of construct validity addressed in
entrepreneurship research, particularly in the EO construct.

In this study, content analysis was used to describe the behaviour of Indonesian SMEs
in the furniture industry in Central Java in implementing EO dimensions through indepth interviews with firms’ owners/managers. The process of content analysis began
with data coding. Based on a deductive approach, codes were developed by reading the
individual interview transcripts using relevant words or phrases (Gibbs 2008). Since
these codes were freely generated and there was no association among the codes, this
process could be considered to be ‘open coding’ (Burnard 1991). According to Flick
(2006), open coding may be applied in various degrees of detail. Each interview
transcript in this study was coded line-by-line, sentence-by-sentence or paragraph-by88

paragraph. These codes must be exclusive and exhaustive, because if they overlap,
information can be incorrectly classified.

The next step was to categorise these codes by grouping them around patterns of
phenomena discovered in the data that were particularly relevant to the research
questions (Flick 2006). The resulting categories were again linked to codes, which were
now more abstract than those in the first step. It is assumed that when classified into the
same categories, words or phrases in coding shares the same meaning (Cavana,
Delahaye & Sekaran 2001). The list of categories was grouped together under higherorder headings. The aim, here, was “to reduce the numbers of categories by ‘collapsing’
some of the ones that are similar into broader categories” (Burnard 1991, p462). A
sample of open coding, categories and variables is presented in Appendix 14. The
results of the qualitative data analysis of this study will be presented in Chapter 6.
4.15 Summary
This chapter justified the research methodology employed in this study. The advantages
and disadvantages of each research strategy, i.e., quantitative and qualitative methods,
were discussed. Based on this, a mixed-methods approach was considered as
appropriate to address the research problem through three research questions. The
research design consisted of two phases: quantitative methods in Phase One and
qualitative methods in Phase Two. The EO and firm-performance scales used in this
study were adapted from the literature.

A face-to-face questionnaire survey was carried out in Phase One using a sample of
Indonesian

SMEs

in

the

wood-furniture

industry

in

Central

Java.

SME

owners/managers were the respondents in this study, as they were considered to have
the most comprehensive knowledge about the organisation’s characteristics, strategy
and performance, including EO adoption in their firms. Content (face) validity was
addressed, as the measurement items selected were derived from an extensive and
thorough review of the relevant literature, with the involvement of experts in a pilot test
to evaluate the measurements. Construct validity and reliability will be discussed in
Chapter 5: Quantitative Data Analysis.
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Trustworthiness of the qualitative research was addressed in this study by conducting
some activities to enhance the criteria of credibility, transferability, dependability and
conformability. Interview bias was minimised, as the researcher undertook interview
training before she interviewed the respondents in the fields. Likewise, to avoid
situation bias, the respondents in this study were given freedom to determine the time
and place of interviews. Content analysis was used to describe the behaviour of SMEs
in implementing EO dimensions.

Chapters 5 and 6 will present the results of this study’s quantitative and qualitative data
analyses, respectively.
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CHAPTER 5
QUANTITATIVE DATA ANALYSIS

5.1

Introduction

This study investigates the role of EO in the performance of Indonesian SMEs in the
furniture industry in Central Java. To address the research questions, a mixed-methods
research design (i.e., applying quantitative and qualitative approaches) was employed. A
justification for applying mixed-methods research in this study was presented in
Chapter 4. These methods allow the researcher to generalise from the data derived from
a quantitative approach and clarify the quantitative findings, as well as to explore the
findings based on the qualitative interviews. Chapter 4 also described the approach to
data collection in this study, which was carried out in two phases: a questionnaire
survey (quantitative method) in Phase One and semi-structured in-depth interviews
(qualitative method) in Phase Two. The chapter also presented EO and firmperformance measurements and the sample selection used in this study.

The objective of this chapter is to analyse quantitative data acquired from the
questionnaire survey. The quantitative analysis consists of five principal stages, which
are organised in this chapter as follows: Section 5.2 explains the data preparation and
screening prior to quantitative analysis. Section 5.3 presents the descriptive statistics of
the sample of Indonesian SMEs in the furniture industry in Central Java. Section 5.4
presents the mean and standard deviation of the EO measures. Section 5.5 discusses this
study’s use of exploratory factor analysis, which explains how the observed variables
are linked to underlying factors. Section 5.6 presents this study’s use of confirmatory
factor analysis which is used to assess construct validity of the measurements, and
structural equation modelling, which is employed to estimate the relationship between
EO dimensions and firm performance. Section 5.7 outlines the EO measurement model.
Section 5.8 describes the structural model of EO and firm performance. Section 5.9
presents a summary of the quantitative data analysis.
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5.2

Data Preparation and Screening

Data collected through questionnaires was coded and entered into a matrix in Excel, as
this allows the data to be analysed using statistical software packages, such as SPSS and
AMOS. As part of the preparation and screening process, data was checked for missing
data

and

outliers.

Multivariate

statistical

assumptions,

viz.

normality

and

multicollinearity (Hair et al. 2010), were also examined.

The descriptive statistics output confirmed that there was no missing data in this study.
This study checked for univariate and multivariate outliers; that is, observations or cases
with characteristics or values that are markedly different from the majority of cases in a
data set (Kline 2005; Hair et al. 2010),.

To identify univariate outliers (i.e., an extreme values for a single variable), all scores
for each variable were converted to standard scores (z scores) (Tabachnick & Fidell
2007). Cases with standardised scores greater than 3.29 (p < .001, two-tailed test) are
potential outliers (Tabachnick & Fidell 2007). All z scores for the variables in this study
were less than 3.29 (Appendix 6), meaning that univariate outliers were absent in the
data set.

Multivariate outliers (i.e., an unusual combination of scores on a number of variables)
were examined using Mahalanobis distance statistics (Kline 2005) or the Mahalanobis
D2 measure (Hair et al. 2010), which is a multidimensional version of the z score
(Tabachnick & Fidell 2007) that measures the distance of each observation in
multidimensional space from the mean centre (multidimensional mean) of a distribution
given the covariance (multidimensional variance) of the distribution (Hair et al. 2010).
A higher D2 value indicates that the case is beyond the general distribution of
observations in this multidimensional space (Hair et al. 2010). D is distributed as a chisquare variable, with degrees of freedom equal to the number of independent variables
(Tabachnick & Fidell 2007). A conservative probability of p<0.001 for the chi-square
value is used to determine a case being an outlier. With twenty independent variables in
this study, the value of the Mahalanobis distance chi-square (20, 0.001) is 45.315, with
any cases having Mahalanobis D2 values greater than 45.315 considered outliers. The
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Mahalanobis D2 values in this study ranged from 14.847 to 44.987 (Appendix 7). This
indicates that multivariate outliers were not present in the data set.

The normality of data distribution was assessed by examining its skewness and kurtosis.
The absolute values of standardised skew or kurtosis indices were used to assess the
linearity of the variables, although there is less consensus regarding the use of indices to
assess normality (Kline 2005). According to Kline (2005), a variable with an absolute
skew-index value greater than 3.0 is described as ‘extremely’ skewed, and a kurtosis
index greater than 8.0 is categorised as ‘extreme’ kurtosis. Cunningham (2008)
suggested that an index smaller than an absolute value of 2.0 for skewness and an
absolute value of 7.0 is the minimal violation of the assumption of normality. The
values for skewness and kurtosis of all variables in this study ranged from absolute
values of 0.025 to 0.845 and from absolute values of 0.008 to 0.887 respectively. This
implies that the assumption of normality for this study was satisfied.

Multicollinearity was examined using correlation matrices and collinearity diagnostics.
To avoid multicollinearity, Tabachnick and Fidell (2007) suggested deleting one of the
two variables that possess a bivariate correlation equal to or higher than 0.9. From
correlation matrices, the correlation values between two variables in this study ranged
from 0.010 to 0.684. The squared multiple correlation (SMC) of a variable was also
computed to detect multicollinearity (Tabachnick & Fidell 2007). A high SMC value
means that the variable is highly related to others and that multicollinearity is present.
The SMC in this study ranged from 0.253 to 0.701. This implies that multicollinearity
was not present in this study.
5.3

Descriptive Statistics of the Sample

In Part One of the questionnaire, the respondents were asked to answer questions related
to the manager and business background, such as education background, work
experience, number of employees and years of establishment. The characteristics of the
sample are as follows:
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1. Gender and age of the owner/manager
As shown in Table 5.1, 84.1% of the respondents were male and 15.9% were
female. This is understandable considering that the value system in Central Java
is a patriarchy, where males dominate or have more power than females.

In terms of age, the respondents’ ages varied from twenty to seventy years old
(mean = 42.03 and standard deviation= 10.82). Most of the respondents (62.1%)
were between 30 and 49 years old. Only 12.4% of the respondents were less than
30 years old and 7.6% were 60 years old and above.
Table 5.1 Gender and Age of the Sample
Description
Gender
• Male
• Female
Total
Age
• Less than 30
• 30 – 39
• 40 – 49
• 50 – 59
• 60 and above
Total
Mean (age)
Std. deviation (age)
Source: primary data

Frequency

%

122
23
145

84.1
15.9
100.0

18
44
46
26
11

12.4
30.4
31.7
17.9
7.6

145

100.0

42.03
10.82

2. Educational background
The educational background of the sample varied. About 43% had graduated
from senior high school (SMA in Indonesian). Approximately 6% of the
respondents had a diploma from a college. Indonesian colleges are highereducation institutions that offer professional skills for their students. Commonly,
it takes one to three years to finish the coursework and practical training.
Respondents with bachelor’s and master’s degrees accounted for 21.4% and
1.4% respectively. Interestingly, of the 27.6% of the respondents who reported
their educational background as ‘other’, some had only a junior high school
education (SMP in Indonesian), and some only completed primary school. The
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Indonesian government stipulates that basic education consists of six years in
primary school and three years in junior high school. This indicates that on
average, the respondents had only a basic education background.
Table 5.2 Educational Background of the Sample
Description

Frequency

%

63
9
31
2
40
145

43.4
6.2
21.4
1.4
27.6
100.0

High school
College
Bachelor degree
Master degree
Other
Total
Source: primary data

3. Work experience
Before establishing their current companies, 53.8% of the respondents had
worked in furniture firms owned by other people, either by their parents or
relatives or by others outside the family. By working there, they had become
familiar with the furniture business, and later on were motivated to set up a
furniture firm of their own. Interestingly, 46.2% of the respondents did not have
any experience or knowledge of making furniture, as they had either never
worked before (19.3%) or worked in places other than furniture companies
(26.9%). This suggests that work experience in furniture companies is not
necessary for someone who wants to be involved in a furniture firm, because
they can learn by doing.
Table 5.3 Work Experience of the Sample
Description

Frequency

No work experience
Worked in non-furniture firm
Worked in furniture firm
Total
Source: primary data

28
39
78
145

%
19.3
26.9
53.8
100.0

4. Years of establishment
At the time of the survey, most of the respondents’ firms (62.8%) had been
established for more than 10 years. This means that most had survived years of
competition in the furniture industry. Only 37.2% of the respondents’ firms had
been set up less than 10 years previously.
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Table 5.4 Years of Establishment of the Firm
Description
5 – 10 years
11 – 15 years
16 – 20 years
More than 20 years
Total
Mean
Standard deviation
Source: primary data

Frequency

%

54
35
18
38
145

37.2
27.6
11.0
32.4
100.0

15.43
9.07

5. Number of employees
This study applied the definition of SMEs from Statistics Indonesia (Badan
Pusat Statistik): firms that employ between five and ninety-nine workers. The
survey revealed that most of the respondents (59.3%) hired five to ten full-time
workers, and 22.1% respondents employed more than twenty workers. However,
the respondents acknowledged that they also employed part-time workers when
increases in orders meant that their current full-time workers could not manage
the work.
Table 5.5 Number of Employees
Description
5 – 10
11 – 15
16 – 20
More than 20
Total
Mean
Standard deviation
Source: primary data

Frequency
86
20
7
32
145

%
59.3
13.8
4.8
22.1
100.0

17.91
21.30

Other characteristics of the sample in this study (e.g., production activities, product
markets, marketing activities etc.) are presented in Appendix 11.
5.4

Descriptive Statistics of EO Measures

Entrepreneurial orientation (EO) as an abstract phenomenon cannot be observed
directly, and therefore, cannot be measured directly. As discussed in Chapter 4, this
study identified twenty items or variables from the literature that are believed to
represent the behaviour of entrepreneurial firms. The descriptive statistics in terms of
mean and standard deviation for each EO measure are shown in Table 5.6. The mean
ranged from 24.326 to 68.537 on a scale of 0 to 100, with 100 is the highest measure of
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each variable. With the exception of X2 and X4 variables, the scale for each item of EO
as perceived by respondents tended to be in the middle range of values (i.e., above 40
and below 70). The standard deviation for each variable ranged from 1.367 to 23.515.
Table 5.6 Descriptive Statistics of EO Measures
Entrepreneurial-Orientation Variables
X1: Job-independence
X2: Opportunity-seeker
X3: Self-decide
X4: Discretion
X5: Work target
X6: Authority for employees
X7: Creativity
X8: Own production methods
X9: New product lines
X10: Own problem-solving approach
X11: Decision-making style
X12: Risk-taking proclivity
X13: Risk-taking support
X14: Initiate action
X15: Being first to market
X16: Initiating new products
X17: Competitive posture
X18: Bold approach
X19: Intense competition
X20: Undo the competition
Source: primary data

5.5

Mean

Standard Deviation

N

45.173
24.326
44.937
28.455
46.675
57.234
68.207
62.144
49.569
66.052
40.012
44.466
53.031
49.862
46.461
42.148
41.861
57.106
68.537
65.197

23.515
14.808
20.176
14.966
20.074
21.213
17.113
16.753
19.927
18.664
14.344
14.472
14.868
14.083
13.367
15.197
15.516
18.219
15.177
17.192

145
145
145
145
145
145
145
145
145
145
145
145
145
145
145
145
145
145
145
145

Exploratory Factor Analysis

Exploratory factor analysis (EFA) is intended to explore the data if the links between the
observed and latent variables are unknown or uncertain (Byrne 2010; Hair et al. 2010).
The extent of relationships among all measured variables to every factor is represented
by factor loadings. A set of highly inter-correlated measured variables will be grouped
into a distinct factor. EFA provides the researcher with information about the numbers
of factors that best represent the data. This means that in EFA, statistical results, not
theory, derive the factors (Hair et al. 2010).

In this study twenty items measuring EO (X1 to X20) were analysed using EFA. The
terms ‘factor’ and ‘component’ are used interchangeably in this analysis. The EFA in
this study was conducted twice due to an unsatisfactory result in the initial process. The
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rotated component matrix in the initial process showed that three items were crossloading. Costello and Osborne (2005) suggested that cross-loading variables with 0.50
or higher loading for each factor should be dropped from the analysis.

The second round of EFA was carried out after removing variable X9, which possessed
the highest cross-loading (0.555 and 0.583). The output of EFA with the remaining
nineteen variables is presented in Table 5.7
Table 5.7 KMO and Bartlett’s Test
Kaiser-Meyer-Olkin Measure of Sampling
Adequacy
Bartlett's Test of
Approx. Chi-Square
Sphericity
df
Sig.

.757
1182.482
171
.000

The Kaiser-Meyer-Olkin value was 0.757, which exceeded the recommended value of
0.60. This indicates that more than 75% of variance in the measured variables is
common variance. The Bartlett’s Test of Sphericity value from the data set showed
statistical significance (chi-square with degrees of freedom 171=1182.482, ρ= .000).
This means that there were sufficient relationships among the variables to investigate.
The Kaiser-Meyer-Olkin and Bartlett’s Test of Sphericity values suggest that the data set
in this study was suitable for factor analysis.

Communality values were then checked to measure the variability of each observed
variable that could be explained by the extracted factors (Field 2009). According to
Pallant (2007), a low value for communality (e.g., less than 0.3) is undesirable, as it
could indicate that the variable does not fit well with the other variables in its
component. Table 5.8 shows that the communalities of all nineteen variables were
relatively high, ranging between 0.542 (X1) and 0.785 (X11). This means that the
variables fitted well with other variables in their factor.
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Table 5.8 Communalities
X1
X2
X3
X4
X5
X6
X7
X8
X10
X11
X12
X13
X14
X15
X16
X17
X18
X19
X20

Initial
1.000
1.000
1.000
1.000
1.000
1.000
1.000
1.000
1.000
1.000
1.000
1.000
1.000
1.000
1.000
1.000
1.000
1.000
1.000

Extraction
.542
.597
.684
.541
.675
.597
.742
.689
.695
.785
.701
.684
.719
.701
.750
.770
.619
.715
.781

Extraction method: principal component analysis

In determining the numbers of factors that can be used to best represent the
interrelations among the set of variables, this study employed three criteria: variance
percentage, Kaiser’s criterion and scree plot test (Hair et al. 2010). A factor that
accounts for less than 5% of the variance is considered not important for further
investigation. Furthermore, only factors with an eigenvalue of 1.0 or more are retained.
Based on these criteria, five factors were generated, which among them were able to
explain 68.36% of the total variance in the data (Appendix 8).
After the factors were extracted, the extent to which variables load into each factor
could be assessed. This study employed principal component analysis (PCA) to identify
the number of underlying factors. PCA analyses the total variance and attempts to
explain the maximum amount of variance by the minimum number of underlying
factors. In SPSS version 17.0 software, PCA is also the default method of extraction.
With a sample size of 145 respondents, only the factor loadings with values greater than
0.45 were considered (Hair et al. 2010). According to Hair et al. (2010), the former ruleof-thumb for a minimum factor loading of 0.30 (Tabachnick & Fidell 2007) is only
significant for sample sizes of 350 or more.
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From the pattern and structured matrix in the rotated component matrix, the variables
that loaded on each of five factors or components can be seen clearly. In line with the
EO scale developed by Miller and Friesen (1983) and refined by Covin and Slevin
(1986, 1989) and Lumpkin, Cogliser and Schneider (2009), these five factors represent
five

EO

dimensions:

Autonomy,

Proactiveness,

Innovativeness,

Competitive

Aggressiveness and Risk-taking. Table 5.9 summarises the EFA output of EO
dimensions: loading factors from the rotated component matrix, eigenvalues and
percentage of variance.

Table 5.9 Exploratory Factor Analysis of Entrepreneurial-Orientation Dimensions
Code

Factors and Observed Variables

Loadings

X3
X5
X2
X4
X1
X6

Factor 1: Autonomy
Self-decide
Work target
Opportunity-seeker
Discretion
Freedom in work
Authority for employees

.799
.787
.752
.670
.647
.610

X17
X16
X15
X14

Factor 2: Proactiveness
Competitive posture
Initiating new product
Being first to market
Initiates actions

.876
.805
.797
.786

X7
X10
X8

Factor 3: Innovativeness
Creativity
Own problem-solving approach
Own production method

.833
.826
.818

X20
X19
X18

Factor 4: Competitive Aggressiveness
Undo the competition
Intense competition
Bold approach

.864
.832
.745

X11
X12
X13

Factor 5: Risk-Taking
Decision-making style
Risk-taking proclivity
Risk-taking support

Eigenvalues

% of
variance

3.986

20.978

3.234

17.021

2.288

12.043

1.889

9.944

1.591

8.374

.861
.792
.710

Total variance explained

68.360

100

From the original twenty EO items, one item (X9) was deleted due to cross-loading.
EFA of these nineteen variables identified EO in five factors: autonomy, proactiveness,
innovativeness, competitive aggressiveness and risk-taking. The factor loadings of the
items ranged from 0.610 (X1) to 0.876 (X17). Autonomy with an eigenvalue of 3.986
contributed 20.978% of the total variance, which is the highest variance in explaining
the data set. On the other hand, the risk-taking measure, with an eigenvalue of 1.591,
accounted for only 8.374% of the total variance. This means that autonomy accounted
for 20.978% of the variability in all thirteen variables, while risk-taking accounted for
only 8.374% of the variability in all variables. Altogether, these thirteen variables
accounted for 68.36% of the total variance.

These results show that the five factors derived from EFA in this study are consistent
with those suggested in the EO literature. As discussed in Chapter 2, Miller (1983)
introduced for the first time three salient EO dimensions: innovative, risk-taking and
proactive. Later, Lumpkin and Dess (1996) proposed two additional dimensions:
autonomy and competitive aggressiveness. Since then, several entrepreneurship scholars
have adopted these five EO dimensions in investigating EO.
5.6

Confirmatory Factor Analysis and Structural Equation Modeling

EFA, which was carried out as explained above, generated five factors of EO with some
observed variable load on each factor (construct). These observed variables or indicators
represent the operationalisation of the latent construct that was not measured directly
(Hair et al. 2010). In order to determine whether the theoretical specification of these
constructs matches with the sample data used in this study, CFA was then conducted.

CFA is a part of structural equation modeling (SEM), which consists of two steps: the
measurement model and the structural model (Byrne 2010; Hair et al. 2010). Anderson
and Gerbing (1988) were the first to use this two-step approach for employing SEM. In
the first step, the researcher validates the measurement model through CFA, which
shows the extent to which the observed variables (indicators) represent an underlying
latent construct (Hair et al. 2010). Each observed variable is assigned to one and only
one construct or latent variable (Garver & Mentzer 1999). CFA is conducted to assess
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the construct validity of the measurement. This is carried out by examining the
unidimensionality, convergent validity, discriminant validity and scale reliability of the
measurement used in the model (Garver & Mentzer 1999).

Once the measurement model is validated, the second step is carried out by estimating
the structural relationships (path analysis) among latent variables or constructs (Garver
& Mentzer 1999) to explain the causal effect and the amount of unexplained variance
(Ping 2004).

In this study, the measurement model (CFA) was conducted first to provide a
confirmatory test for each of the five constructs that represent the EO dimensions and
one construct for firm performance. After each of these constructs was validated, the
relationship between the EO dimensions and firm performance was investigated. The
path diagram of EO and firm performance relationship is presented in Figure 5.1.
Path Diagram EO-Firm Performance Relationship
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Figure 5.1 Path Diagram of EO and Firm-Performance Relationship
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The five EO dimensions (autonomy, proactiveness, innovativeness, competitive
aggressiveness and risk-taking) are exogenous constructs (independent variables), while
performance is an endogenous construct (dependent variable). Each construct is
measured by observed variables or indicators. Xi is the observed variable for each
exogenous construct and Yi is the observed variable for the endogenous construct.
The statistical estimation method applied in this present study to estimate free
parameters was maximum likelihood estimation (MLE), which requires interval data.
This estimation is the most widely used approach, as it is considered more efficient. For
this reason, MLE is used as the default in most SEM programs, including AMOS (Kline
2005; Hair et al. 2010).
5.6.1

Congeneric Measurement Model

A congeneric model is the most basic assumption in a measurement model (Anderson &
Gerbing 1988; Pansuwong 2009). It examines measurement properties of latent
constructs within which a single construct is defined by a set of observed variables (Lin
2007; Pansuwong 2009). A congeneric measurement model hypothesises that there is
no covariance between or within construct error variances (Hair et al. 2010). This means
that cross-loadings (i.e., observed variables that load on more than one estimated
construct) of the unidimensional construct are constrained to zero.

A congeneric measurement model is validated through the assessment of
unidimensionality, construct validity (convergent and discriminant validity) and scale
reliability (Garver & Mentzer 1999).
5.6.1.1 Unidimensionality of Measurement Model
A unidimensional construct is achieved when a set of observed variables is explained by
only one underlying construct (Hair et al. 2010). In other words, each observed variable
or indicator is ‘pointed to’ by only one construct (Ping 2004). Unidimensionality of
items can be established by assessing several goodness-of-fit (GOF) indices (Hair et al.
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2010) and the fit of the statistical components of the measurement model (Garver &
Mentzer 1999).
5.6.1.2 Goodness-of-Fit Indices
The GOF indices indicate the extent to which the theoretical model is similar to the
reality (sample data). This means that the more similar or closer the values of the
estimated covariance matrix (theory) are to the observed covariance matrix (reality), the
better is the model fit (Hair et al. 2010).

To date, there is no agreement on the appropriate GOF indices to be used to suggest
unidimensionality (Ping 2004; Chin, Peterson & Brown 2008). Some studies, therefore,
have reported multiple indices of fit. Two types of fit statistics are commonly applied:
absolute fit indices and incremental fit indices (Chin, Peterson & Brown 2008; Hair et
al. 2010). These two fit indices (described below) were also used in this study.
1. Absolute fit indices
Absolute fit indices directly measure how well the model reproduces the
observed data. This means that they provide the most basic assessment of how
well a researcher’s theory fits the sample data. An absolute fit index includes
measures of chi-square statistic, normed chi-square, goodness-of-fit index (GFI),
and root mean square error of approximation (RMSEA).
a. Chi-square statistic
Chi-square represents differences between the observed and estimated
covariance matrices (termed as S and ∑ ܓrespectively). The value of chi-square
is influenced by the sample size and the model complexity. As sample size
increases, the value of chi-square also increases. Likewise, the more observed
variables are used in the model, the bigger the value of chi-square. A low value
of chi-square is preferable, as it indicates that there is no difference between the
observed and estimated covariance matrices. The smaller the chi-square, the
better fit of the model, as it implies that the specified model is supported by the
data.
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b. Normed chi-square
As mentioned before, the problem using chi-square is that it depends on the
complexity of the model. This means that in a more complex model, the value of
chi-square is bigger and the likelihood that the specified model will be rejected
increases. For this reason, a normed chi-square is also used, where a chi-square
is divided by the degrees of freedom for the model to give a chi-square measure
per degree of freedom. The cut-off value for normed chi-square is less than 3.0.
c. Goodness-of-Fit Index (GFI)
The GFI is less sensitive to sample size. The GFI for this data ranged between 0
and 1, with values close to 1 being indicative of better fit. A suggested GFI value
of greater than 0.90 indicates a reasonable fit.
d. Root Mean Square Error of Approximation (RMSEA)
RMSEA is regarded as one of the most informative indicators of fit due to the
tendency of the chi-square test statistics to reject models with a large sample or a
large number of observed variables (Byrne 2010; Hair et al. 2010). A lower
RMSEA value indicates a better fit. An RMSEA value below 0.05 suggests good
fit, and values up to 0.08 indicate acceptable fit (Ping 2004; Byrne 2010).
2. Incremental fit indices
Incremental fit indices measure how well the estimated model fits relative to
some alternative baseline model. The latter is commonly referred as a null
model, and it assumes that all observed variable are uncorrelated (Ping 2004).
The Tucker-Lewis index (TLI) and comparative-fit index (CFI) are two
commonly used incremental fit measures. Typically, TLI and CFI values vary
between 0 and 1, with values of 0.90 or above considered to indicate adequate fit
(Ping 2004; Hair et al. 2010).
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Table 5.10 Summary of Goodness-of-Fit Indices Used in the Research
Name
Chi-square (with its associated
degree of freedom and probability of
significant differences)
Goodness-of-fit index
Root mean square error of
approximation
Normed chi-square

Abbreviation
χ (df, ρ)

Type
Absolute fit

GFI
RMSEA

Absolute fit
Absolute fit

(χ2 /df)

Absolute fit

Tucker-Lewis index

TLI

Comparative-fit index

CFI

Incremental
fit
Incremental
fit

2

Acceptable Level
ρ > 0.05
(at the α = 0.05)
≥ 0.90
≤ 0.05 is good
≤ 0.08 is adequate
≤ 2.0 is very good
2.0-5.0 is acceptable
≥ 0.90
≥ 0.90

Source: Hair et al. (2010), Byrne (2010), Kline (2005)

5.6.1.3 Construct Validity
Construct validity shows the extent to which a set of measured items actually reflect the
theoretical latent construct those items are designed to measure. One of the primary
purposes of CFA is to test the construct validity of a proposed measurement theory
(Hair et al. 2010). In this study, construct validity was required for each construct prior
to testing a proposed measurement model of the relationship between EO and firm
performance.

Construct validity is assessed through convergent and discriminant validity. Convergent
validity is the extent to which the latent construct correlates to observed variables
designed to measure that same construct. On the other hand, discriminant validity is
only established when the items or indicators of theoretically unrelated constructs are
indeed empirically found to be unrelated (Garver & Mentzer 1999; Hair et al. 2010).
1. Convergent validity
Convergent validity refers to the extent to which the observed variables
(indicators) of a specific construct converge or share a high proportion of
variance in common (Hair et al. 2010). The convergent validity of the constructs
in this study was examined by evaluating the magnitude of the standardised
regression weights (factor loadings) and the corresponding t-values or critical
ratio (CR). All factor loadings must be statistically significant, usually at a 95%
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level of significance (α = 0.05). The t-values (CR) must be higher than 1.96 (CR
> 1.96). Items with insignificant factor loading should be dropped from the
analysis. These factor loadings should be 0.5 or higher (Pansuwong 2009; Hair
et al. 2010), and ideally 0.7 and above, to ensure that the construct has
convergent validity (Kline 2005; Hair et al. 2010). In this study, the acceptance
level of standardised regression weight was 0.5 and above, because the squared
factor loadings, called variance extracted, represent the extent of some variation
in an item that can be explained by the construct (latent factor).

2. Discriminant validity
Discriminant validity refers to the degree to which the items representing a latent
variable differentiate or discriminate that construct from other items representing
another construct (Garver & Mentzer 1999). In other words, it is the degree of
uniqueness achieved from item measures in defining a latent construct (Garver
& Mentzer 1999).

Discriminant validity in this study was checked by comparing the average
variance extracted (AVE) with the squared correlation between constructs
(Koufteros 1999). Discriminant validity exists when the AVE for a construct is
higher than the squared correlation between that construct and all other
constructs. It implies that the items share more common variance with their
respective construct than any variance that it shares with other constructs
(Koufteros 1999).
5.6.1.4 Scale Reliability
The reliability of the scale was examined after the unidimensionality and validity had
been demonstrated as these are prerequisites for relevant reliability (Koufteros 1999).
Reliability refers to the extent to which the observed variable measures the ‘true’ value
and is ‘error-free’ (Pallant 2007; Hair et al. 2010). It assesses whether a set of items or
observed variables measure the same underlying construct (Pallant 2007).
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The most common measure applied for reliability is Cronbach’s coefficient alpha (Ping
2004; Pallant 2007; Hair et al. 2010). DeVellis (2003) and Nunnaly (1994) suggested a
value of 0.7 and above for the coefficient alpha to infer the internal consistency of the
items.

There have been some criticisms of using Cronbach’s coefficient alpha for scale
reliability. The coefficient alpha underestimates reliability, particularly when the set of
indicators is not unidimensional (Danes & Mann 1984; Ping 2004; Hair et al. 2010).
This is because coefficient alpha assumes that items are perfectly correlated with their
underlying construct (i.e., the measure is without error), which is almost unreasonable
in practice (Ping 2004).

In conjunction with CFA, construct reliability is often used instead of Cronbach’s
coefficient alpha. The construct reliability should be 0.7 or higher to indicate internal
consistency (Hair et al. 2010). Construct reliability is calculated from the squared sum
of factor loadings (Li) for each construct and the sum of the error variance terms for a
construct (ei) (Hair et al. 2010).

Average variance extracted (AVE) is also calculated to provide scale reliability. AVE
measures the amount of variance for the specified indicators accounted for by the latent
construct. AVE is computed as the mean variance extracted for the item loading on a
construct. An AVE should be assessed for each latent construct in the measurement
model. Some researchers (Koufteros 1999; Hair et al. 2010) suggested as rule of thumb
that an AVE should have a value of 0.5 or above for any construct.
5.6.2

Congeneric Measurement Model of the Autonomy Construct

The congeneric measurement model of the autonomy construct was evaluated by
examining its unidimensionality, convergent validity and scale reliability.
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5.6.2.1 Unidimensionality of the Autonomy Construct
Based on EFA results, the unidimensionality of the autonomy construct was
investigated. However, the results from the first process showed that the chi-square
value and some GOF indices indicated an unacceptable fit for the autonomy
measurement model. The model was then respecified by examining diagnostic
indicators: standardised residual covariance and modification indices, as suggested by
Garver and Mentzer (1999) and Koufteros (1999). By doing this, the researcher could
identify the model errors and later respecify the fit model.

To overcome model misspecification, the measurement indicators with large
standardised residual covariances – i.e., greater than an absolute value of 2 – are
recommended to be eliminated from the model (Gerbing & Anderson 1988; Gefen
2003; Pansuwong 2009). The modification indices (MI), as another signal for
identifying the model errors, were also examined in this study. Improvement in model
fit is measured by a reduction in chi-square that is shown in the par-change value.

Based on standardised residual covariances and modification indices in the first process,
indicator X4 was removed from the autonomy construct. In improving the model fit,
however, the main consideration should be the theoretical rationale rather than just the
statistical evidence (Garver & Mentzer 1999; Koufteros 1999). The CFA result of the
respecified autonomy measurement model is presented in Figure 2.1
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Figure 5.2 Standardised Estimates of the Autonomy Measurement Model
Note:
X3: Self-decide
X5: Work target
X2: Opportunity-seeker

X1: Job-independent
X6: Authority for employees

The respecified autonomy model consisted of five observed variables: X3, X5, X2, X1
and X6. The positive standardised regression weights, in line with the theory, were
shown ranging from 0.595 (X2) to 0.782 (X3). They were all statistically significant at a
p-value less than 0.001.

The chi-square value of the autonomy construct was 6.825 with 5 degrees of freedom.
With a p-value of 0.234 and using a type I error rate of 0.05, this insignificant chisquare value implied that the observed covariance matrix matched the estimated
covariance matrix within sampling variances. The overall fit indices for the autonomy
construct are presented below.
Table 5.11 GOF Indices of the Autonomy Construct
Fit Indices

Model Value

Cut-Off Value

Fit Status

Chi-square
Prob

6.825 (5)
0.234

ρ > 0.05 (at the α = 0.05)

Fit

>0.90
≤ 0.05 is good
≤ 0.08 is adequate
≤ 2.0 is very good
2.0-5.0 is acceptable
≥ 0.90
≥ 0.90

Fit
Fit

GFI
RMSEA

.982
.050

Normed chi-square

1.365

TLI
CFI

.982
.991
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Fit
Fit
Fit

For the absolute fit indices, the GFI showed a value of 0.982, which is higher than the
cut-off value of 0.90. The RMSEA value of 0.050 was the same as the guideline value.
Using the 90% confidence interval for this RMSEA, it was concluded that the true value
of the RMSEA was between 0.000 and 0.134. The third absolute fit index is normed
chi-square, which was 1.365 was lower than a cut-off value of 2.0. The incremental fit
indices in this model, CFI and TLI, showed values of 0.904 and 0.994 respectively,
which exceeded the guideline of 0.90. Since the overall fit indices suggested an
acceptable fit for the autonomy model, it implies that the autonomy construct was
unidimensional.

5.6.2.2 Convergent Validity of the Autonomy Construct
Table 5.12 shows that all the standardised regression weights of the autonomy construct
were above the minimum acceptance level of 0.5. The t-values of all indicators were
also higher than 1.96 (CR > 1.96). This means that all indicators were significantly
related to the autonomy construct, and the results verified the convergent validity of the
autonomy construct.
Table 5.12 Regression Weights and CR Values of the Autonomy Construct
Regression Weights

Standardised Regression Weights
Estimate SE CR P Label

X6 < ---- AUTONOMY
X1 < ---- AUTONOMY
X2 < ---- AUTONOMY
X5 < ---- AUTONOMY
X3 < ---- AUTONOMY
*** probability < .001

.829
1.015
.558
.906
1.000

.122 6.777 *** par_1
.136 7.455 *** par_2
.085 6.542 *** par_3
.117 7.754 *** par_4

Estimate
X6 < ---- AUTONOMY
X1 < ---- AUTONOMY
X2 < ---- AUTONOMY
X5 < ---- AUTONOMY
X3 < ---- AUTONOMY

.616
.681
.595
.712
.782

5.6.2.3 Scale Reliability of the Autonomy Construct
The construct reliability for the autonomy construct showed a high value of 0.810,
which exceeded the acceptable level of 0.7 (Table 5.13). This construct reliability did
not much differ from the Cronbach’s coefficient alpha (0.803). The AVE estimate
shows a moderate value of 0.473.
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Table 5.13 Scale Reliability the Autonomy Construct
Construct Reliability

Cronbach’s Coefficient Alpha

Average Variance Extracted
(AVE)

0.810

0.803

0.473

The fact that all indicators of the unidimensionality, convergent validity and scale
reliability of the autonomy construct were verified, confirmed the congeneric
measurement model of the autonomy construct used in this study.
5.6.3

Congeneric Measurement Model of the Proactiveness Construct

To evaluate the congeneric measurement model of the proactiveness construct, the
measurement properties of this construct – unidimensionality, convergent validity and
scale reliability – were examined.
5.6.3.1 Unidimensionality of the Proactiveness Construct
The EFA suggested that the proposed proactiveness construct consisted of four
observed variables (X17, X16, X15 and X14). The measurement model of the
proactiveness construct and its estimated standardised regression weights are shown
below.

Figure 5.3 Standardised Estimates of the Proactiveness Measurement Model
Note:
X17: Competitive posture
X16: Initiating new product

X15: Being first to market
X14: Initiate action
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The CFA result showed that all standardised regression weights in the proactiveness
construct were positive, which is consistent with the theory. They ranged between 0.736
(X16) and 0.804 (X17) and were statistically significant (at α = 0.001).

The value of chi-square was 29.059 with 2 degrees of freedom. The p-value associated
with this result was 0.000, which indicates that it was significant using α = 0.05. This
means that the observed covariance matrix did not match the estimated covariance
matrix within sampling variances. The overall fit indices for the proactiveness construct
are shown in Table 5.14.

The GFI showed a value of 0.905, which exceeded the cut-off value of 0.90. However,
the RMSEA and normed chi-square values did not satisfy the guidelines. CFI showed a
value of 0.893, which was considered marginal as it was close to the cut-off value of
0.90. The value of TLI was 0.680, which was lower than the cut-off value of 0.90.

Since the values of chi-square and the other fit indices of the proactiveness
measurement model showed a poor fit to the data in this study, this model was
respecified by examining its standardised residual covariance and modification indices.
Based on an examination of the diagnostic indicators, X14 was eliminated from the
proactiveness model. With only three observed variables left (X17, X16 and X15), the
respecified proactiveness construct was validated through CFA.
Table 5.14 GOF Indices of the Proactiveness Construct
Fit Indices
Chi-square (df)
Prob
GFI
RMSEA
Normed chi-square
TLI
CFI

Model Value
29.059 (2)
0.000
.905
.307
14.529
.680
.893

Cut-Off Value

Fit Status

ρ > 0.05 (at the α = 0.05)

Misfit

≥ 0.90

Fit
Misfit

≤ 0.05 is good
≤ 0.08 is adequate
≤ 2.0 is very good
2.0-5.0 is acceptable
≥ 0.90
≥ 0.90
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Misfit
Misfit
Marginal

Some authors (Garver & Mentzer 1999; Kline 2005; Byrne 2010; Hair et al. 2010)
suggested that a minimum of three indicators (observed variables) for each construct is
acceptable, and four and more are preferable to provide adequate identification of the
construct. However, the respecified proactiveness measurement model with three
indicators did not show a better result than the initial one in which four indicators were
assigned. The reason is that in a construct with three indicators, the number of variance
and covariance of the construct equals the number of parameters to be estimated, and
this results in zero degrees of freedom. This type of measurement model is referred to a
just-identified model (Byrne 2010; Hair et al. 2010). With zero degrees of freedom, the
probability level could not be computed. Likewise, the values of goodness-of-fit (GOF)
indices could not be shown. For this reason, the CFA result for the initial Proactiveness
construct (Figure 5.3), was retained for further analysis this study. This means that this
proactiveness construct was confirmed to be unidimensional.
5.6.3.2 Convergent Validity of the Proactiveness Construct
Table 5.15 shows that all the standardised regression weights for the proactiveness
construct exceeded the acceptance level of 0.5. The t-values of all indicators were also
above 1.96 (CR > 1.96). This suggests that all indicators were significantly related to
the proactiveness construct. Hence, the convergent validity of the proactiveness
construct was verified.
Table 5.15 Regression Weights and CR Values of the Proactiveness Construct
Regression Weights
Estimate SE CR P Label
X14 < --- PROACTIVENESS
X15 < --- PROACTIVENESS
X16 < --- PROACTIVENESS
X17 < --- PROACTIVENESS
*** probability < .001

.845 .096 8.809 *** par_1
.809 .091 8.892 *** par_2
.896 .103 8.666 *** par_3
1.000

Standardised Regression Weights
Estimate
X14 < --- PROACTIVENESS
X15 < --- PROACTIVENESS
X16 < --- PROACTIVENESS
X17 < --- PROACTIVENESS

.748
.756
.736
.804
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5.6.3.3 Scale Reliability of the Proactiveness Construct
Table 5.16 shows that the reliability of the proactiveness construct was 0.846, which is
above the acceptance level of 0.7. The same result was achieved in calculating
reliability using Cronbach’s alpha coefficient. The AVE estimate of 0.579 for the
proactiveness construct was also higher than the minimum value suggested (0.5). All of
these indicators imply that the proactiveness construct was reliable.
Table 5.16 Scale Reliability of the Proactiveness Construct
Construct Reliability

Cronbach’s Coefficient Alpha

Average Variance Extracted
(AVE)

0.846

0.846

0.579

All confirmed indicators of the unidimensionality, convergent validity and scale
reliability of the proactiveness construct indicate that the proactiveness construct used in
this study was congeneric.
5.6.4

Congeneric Measurement Model of the Innovativeness Construct

The unidimensionality, convergent validity and scale reliability of the innovativeness
construct were checked to ensure the congeneric measurement model of this construct.

5.6.4.1 Unidimensionality of Innovativeness Construct
The proposed Innovativeness construct was represented by three observed variables
(X7, X10 and X8), as shown in Figure 5.4.
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Figure 5.4 Standardised Estimates of the Innovativeness Measurement Model
Note
X7
X10
X8

:
:
:
:

Creativity
Own problem-solving approach
Own production method

The direction of all standardised regression weights of the innovativeness construct was
consistent with the theory (i.e., positive signs). They ranged between 0.696 (X10) and
0.834 (X7), and all were significant (at p-values is less than 0.001). However, with only
three indicators assigned in the innovativeness construct, the measurement model of this
construct denotes a just-identified model (Byrne 2010; Hair et al. 2010), where it
produced zero degrees of freedom. Consequently, the GOF indices could not be
computed.

Diagnostic indicators (standardised residual covariance and modification indices) were
then examined to identify the model errors and respecify the model. However, the
modification indices did not suggest any improvement to the model. This means that the
innovativeness construct was considered to be unidimensional.
5.6.4.2 Convergent Validity of the Innovativeness Construct
The standardised regression weights of the innovativeness construct were higher than
the minimum acceptance level of 0.5. The t-values were also above 1.96 (CR > 1.96).
Table 5.17 shows that all indicators used in the innovativeness construct were
significantly related to this construct. Hence, the convergent validity of the
innovativeness construct was verified.
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Table 5.17 Regression Weights and CR Values of the Innovativeness Construct
Regression Weights
X8 <---INNOVATIVENESS
X10 <---INNOVATIVENESS
X7 <---INNOVATIVENESS
*** probability < .001

Standardised Regression Weights
Estimate SE CR P Label
.952 .111 8.545 *** par_1
.910 .114 7.951 *** par_2
1.000

X8 <---INNOVATIVENESS
X10 <---INNOVATIVENESS
X7 <---INNOVATIVENESS

Estimate
.811
.696
.834

5.6.4.3 Scale Reliability of the Innovativeness Construct
The construct reliability of the innovativeness construct was relatively high (0.825). The
AVE value of 0.613 provides additional support for the reliability of the innovativeness
construct (Table 5.18).
Table 5.18 Scale Reliability of the Innovativeness Construct
Construct Reliability

Cronbach’s Coefficient Alpha

Average Variance Extracted
(AVE)

0.825

0.823

0.613

All indicators of the unidimensionality, convergent validity and scale reliability
discussed above verified the congeneric measurement model of the innovativeness
construct used in this study.
5.6.5

Congeneric Measurement Model of the Competitive Aggressiveness
Construct

The congeneric measurement model of the competitive aggressiveness construct was
evaluated by examining the unidimensionality, convergent validity and scale reliability
of this construct.
5.6.5.1 Unidimensionality of Competitive Aggressiveness Construct
The proposed the competitive aggressiveness construct was represented by three
observed variables (X20, X19 and X18), shown in Figure 5.5 along with their
standardised estimates.
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Figure 5.5 Standardised Estimates of the Competitive Aggressiveness Measurement
Model
Note:
X20: Undo the competition
X19: Intense competition
X18: Bold approach

The measurement model of the competitive aggressiveness construct shows that all its
standardised regression weights were positive and ranged between 0.656 (X18) and
0.827(X19). These estimates were also significant (at p = 0.001). Since the competitive
aggressiveness construct was assigned only three indicators (just-identified model), the
GOF indices could not be computed. The modification indices that were checked did
not provide any information to respecify the model. This means that the competitive
aggressiveness measurement model could be considered unidimensional.
5.6.5.2 Convergent Validity of the Competitive Aggressiveness Construct
Table 5.19 shows that all standardised regression weights exceeded the minimum
acceptance level of 0.5. The CR (t-values) were above 1.96, implying that all indicators
assigned in the competitive aggressiveness construct were significantly associated with
this construct. It all supported the convergent validity of the competitive aggressiveness
construct.
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Table 5.19 Regression Weights and CR Values of the Competitive Aggressiveness
Construct
Regression Weights
X18 <---

COMPETITIVE
AGGRESSIVENESS
X19 <--- COMPETITIVE
AGGRESSIVENESS
X20 <--- COMPETITIVE
AGGRESSIVENESS
*** probability < .001

Estimate
.891

SE
.126

CR
7.072

P
***

Label
par_1

.936

.125

7.482

***

par_2

1.000

Standardised Regression Weights
X18 <--X19 <--X20 <---

COMPETITIVE
AGGRESSIVENESS
COMPETITIVE
AGGRESSIVENESS
COMPETITIVE
AGGRESSIVENESS

Estimate
.656
.827
.780

5.6.5.3 Scale Reliability of the Competitive Aggressiveness Construct
The values of all reliability properties (construct reliability, coefficient alpha and AVE)
justified that the competitive aggressiveness construct used in this study was reliable
(Table 5.20).
Table 5.20 Scale Reliability of the Competitive Aggressiveness Construct
Construct Reliability

Cronbach’s Coefficient Alpha

Average Variance Extracted
(AVE)

0.800

0.791

0.574

Based on the above indicators (unidimensionality, convergent validity and scale
reliability), the congeneric model of the competitive aggressiveness construct in this
study was confirmed.
5.6.6

Congeneric Measurement Model of the Risk-Taking Construct

The unidimensionality, convergent validity and scale reliability of the risk-taking
construct were investigated to verify the congeneric measurement model of this
construct.
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5.6.6.1 Unidimensionality of the Risk-Taking Construct
The proposed measurement model of the risk-taking was represented by three observed
variables (X11, X12 and X13) as shown below.

Figure 5.6 Standardised Estimates of the Risk-Taking Measurement Model
Note:
X11: Decision-making style
X12: Risk-taking proclivity
X13: Risk-taking support

The signs of these three standardised regression weights matched with the theory. They
ranged between 0.677 (X11) and 0.731 (X13) and all were significant (at p = 0.001).
Again, with only three indicators assigned in the risk-taking construct (as a justidentified model), the measurement model resulted in zero degrees of freedom. As a
consequence, the GOF indices could not be shown in the output. Furthermore,
diagnostic indicators (standardised residual covariance and modification indices) did not
provide any information to respecify the risk-taking construct. This indicates that the
risk-taking construct was considered unidimensional.
5.6.6.2 Convergent Validity of the Risk Taking Construct
All standardised regression weights were greater than 0.5 and t-values were greater than
1.96 (CR >1.96), which suggests that the risk-taking construct was convergent (Table
5.21).
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Table 5.21 Regression Weights and CR Values of the Risk-Taking Construct
Regression Weights
Estimate SE CR P Label

Standardised Regression Weights
Estimate

1.119 .185 6.039 *** par_1
1.075 .178 6.046 *** par_2
1.000

X13 <--- RISK-TAKING
X12 <--- RISK-TAKING
X11 <--- RISK-TAKING

X13 <--- RISK-TAKING
X12 <--- RISK-TAKING
X11 <--- RISK-TAKING
*** probability < .001

.731
.721
.677

5.6.6.3 Scale Reliability of the Risk-Taking Construct
The construct reliability and coefficient alpha of the risk-taking construct were above
the 0.7 cut-off value (Table 5.22). The AVE value was also higher than the minimum
acceptance level. All of these justified the reliability of the risk-taking construct used in
this study.
Table 5.22 Scale Reliability of the Risk-Taking Construct
Construct Reliability

Cronbach’s Coefficient Alpha

Average Variance Extracted
(AVE)

0.753

0.753

0.504

All indicators of the unidimensionality, convergent validity and scale reliability verified
the congeneric measurement model of the risk-taking construct.
5.6.7

Congeneric Measurement Model of the Performance Construct

The congeneric measurement model of the performance construct was evaluated by
examining the properties of the unidimensionality, convergent validity, and scale
reliability of this construct.
5.6.7.1 Unidimensionality of the Performance Construct
Seven observed variables (X21 to X27) were assigned to the performance latent
construct. However, the initial CFA results indicated an unacceptable fit of the
performance construct. This model was then respecified twice by eliminating indicators
X26 and X27 during the respecification process to produce a fit model of the
performance construct as shown below.
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Figure 5.7 Standardised Estimated of the Performance Measurement Model
Note:
X21: Change in product sales in unit
X22: Change in product sales in rupiah
X23: Change in product sales in profit

X24: Change in full-time employees
X25: Change in part-time employees

The standardised regression weights were positive, which in line with the theory, ranged
from 0.549 (X25) to 0.871 (X23). They were all statistically significant at a p-value less
than 0.001.

The chi-square of the performance model was 12.670 with 5 degrees of freedom. With
the p-value of 0.027, using a type I error rate of 0.05, this insignificant chi-square value
implied that the observed covariance matrix matched the estimated covariance matrix
within sampling variances. The overall fit indices for the respecified performance
measurement construct are presented below.
Table 5.23 GOF Indices of the Performance Construct
Fit indices

Model value

Cut-off value

Fit Status

Chi-square
Prob

12.670(5)
0.027

ρ > 0.05 (at the α = 0.05)

Fit

GFI
RMSEA

.964
.103

Normed chi-square

2.534

TLI
CFI

.959
.979

≥ 0.90

≤ 0.05 is good
≤ 0.08 is adequate
≤ 2.0 is very good
2.0-5.0 is acceptable
≥ 0.90
≥ 0.90

Fit
Misfit
Fit
Fit
Fit

Except for RMSEA, all of the GOF indices supported the unidimensionality of the
performance model.
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5.6.7.2 Convergent Validity of the Performance Construct
Table 5.24 shows that all the standardised regression weights of the performance
construct were above the minimum acceptance level of 0.5. The t-values of all
indicators were also higher than 1.96 (CR > 1.96). This means that all indicators were
significantly related to and verified the convergent validity of the performance
construct.
Table 5.24 Regression Weights and CR of the Performance Construct
Regression Weights
X25 <--- PERFORMANCE
X24 <--- PERFORMANCE
X23 <--- PERFORMANCE
X22 < --- PERFORMANCE
X21 <--- PERFORMANCE
*** probability < .001

Estimate SE CR P Label

Standardised Regression Weights
Estimate

1.000
1.171
1.653
1.593
1.660

X25 <--- PERFORMANCE
X24 <--- PERFORMANCE
X23 <--- PERFORMANCE
X22 < --- PERFORMANCE
X21 <--- PERFORMANCE

.197
.238
.231
.242

5.936
6.948
6.900
6.859

***
***
***
***

par_1
par_2
par_3
par_4

.549
.654
.871
.857
.846

5.6.7.3 Scale Reliability of the Performance Construct
The construct reliability for the performance construct showed a high value of 0.874,
which exceeded the acceptable level of 0.7 (Table 5.25). The AVE estimate shows the
value of 0.588. The result supports the reliability of the performance construct.

Table 5.25 Scale Reliability of the Performance Construct
Construct Reliability

Cronbach’s Coefficient Alpha

Average Variance Extracted (AVE)

0.874

0.870

0.588

All indicators of unidimensionality, validity and reliability confirmed the congeneric
measurement model of the performance construct
5.7

Entrepreneurial Orientation Measurement Model

As a result of the EFA, five constructs were derived to represent the EO dimensions as
proposed by Lumpkin and Dess (1996): autonomy, proactiveness, innovativeness,
competitive aggressiveness and risk-taking. The measurement model of the CFA
employed in this study confirmed eighteen indicators that were assigned to these five
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constructs: five indicators for autonomy, four for proactiveness and three for each of the
innovativeness, competitive aggressiveness and risk-taking (Figure 5.8).
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Figure 5.8 Entrepreneurial Orientation Measurement Model
The fit properties of the EO measurement model were then validated. However, the
initial results suggested an unacceptable fit for this EO measurement model. This model
was then respecified by examining the diagnostic indicators. A fit EO measurement
model was obtained after this model was respecified five times. During this process,
five observed variables were removed from the EO measurement model one at a time.
The final EO measurement model is shown Figure 5.9.
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Figure 5.9 Final Entrepreneurial Orientation Measurement Model
The magnitude and directions of all standardised regression weights satisfied all the
requirements: greater than 0.5 and consistent with the theory (i.e., positive signs).
Furthermore, all were significant (at p-value < 0.001), with t-values greater than 1.96
(CR > 1.96), as shown in Table 5.26.

The chi-square value of the EO measurement model was 82.090 with 67 degrees of
freedom. The p-value associated with this result was 0.101, which was insignificant
using a type I error rate of 0.05. Thus, the chi-square value indicated that the observed
covariance matrix matched the estimated covariance matrix within sampling variances.

125

Table 5.26 Regression Weights and CR Values of the EO Measurement Model
Regression Weights
X2
X3
X20
X15
X17
X8
X10
X7
X1
X19
X18
X14
X12
X13

<--<--<--<--<--<--<--<--<--<--<--<--<--<---

AUTONOMY
AUTONOMY
COMPETITIVE_AGGRESSIVENES
PROACTIVENESS
PROACTIVENESS
INNOVATIVENESS
INNOVATIVENESS
INNOVATIVENESS
AUTONOMY
COMPETITIVE_AGGRESSIVENES
COMPETITIVE_AGGRESSIVENES
PROACTIVENESS
RISK TAKING
RISK TAKING

Estimate
.559
1.000
1.000
1.039
1.000
.889
.868
1.000
1.070
.917
.894
1.230
1.000
1.696

*** probability < .001

Standardised Regression Weights
Estimate
X2
X3
X20
X15
X17
X8
X10
X7
X1
X19
X18
X14
X12
X13

<--<--<--<--<--<--<--<--<--<--<--<--<--<---

AUTONOMY
AUTONOMY
COMPETITIVE_AGGRESSIVENES
PROACTIVENESS
PROACTIVENESS
INNOVATIVENESS
INNOVATIVENESS
INNOVATIVENESS
AUTONOMY
COMPETITIVE_AGGRESSIVENES
COMPETITIVE_AGGRESSIVENES
PROACTIVENESS
RISK-TAKING
RISK-TAKING
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.584
.767
.786
.786
.651
.785
.688
.864
.704
.816
.663
.883
.565
.933

SE
.102

CR
5.481

P
***

Label
par_1

.137

7.595

***

par_2

.100
.108

8.879
8.051

***
***

par_3
par_4

.182
.117
.124
.161

5.879
7.840
7.203
7.643

***
***
***
***

par_11
par_12
par_13
par_14

.414

4.096

***

par_19

Table 5.27 shows that the overall GOF indices support the model fit of the EO
measurement construct.
Table 5.27 GOF Indices of the EO Measurement Model
Fit Indices
Chi-square (df)
Prob

Model Value Cut-Off Value
Fit Status
82.090 (67)
0.101
Fit
ρ > 0.05
(at the α = 0.05)
GFI
.923
≥ 0.90
Fit
RMSEA
.040
≤ 0.05 is good
Fit
≤ 0.08 is adequate
Normed chi-square
1.225
≤ 2.0 is very good
Fit
2.0-5.0 is acceptable
TLI
.968
≥ 0.90
Fit
CFI
.977
≥ 0.90
Fit
AGFI
.880
≥ 0.80
Fit

5.7.1

Discriminant Validity of the EO Measurement Construct

Discriminant validity in this study was tested by comparing the AVE values with the
squared correlation between constructs (Koufteros 1999; Hair et al. 2010). The AVE
and correlation values in this study were calculated from the final EO measurement
model. The discriminant validity of EO constructs is supported when the AVE value of
each construct is substantially higher than the squared correlation between the
constructs. Table 5.28 presents the estimate correlations between constructs.
Table 5.28 Estimate Correlations between Constructs
Constructs
AUTONOMY
AUTONOMY
AUTONOMY
PROACTIVENESS
COMPETITIVE_AGGRESSIVENES
INNOVATIVENESS
AUTONOMY
PROACTIVENESS
COMPETITIVE_AGGRESSIVENES
COMPETITIVE_AGGRESSIVENES

Estimate
<-->
<-->
<-->
<-->
<-->
<-->
<-->
<-->
<-->
<-->

RISK-TAKING
COMPETITIVE_AGGRESSIVENES
INNOVATIVENESS
INNOVATIVENESS
INNOVATIVENESS
RISK-TAKING
PROACTIVENESS
RISK-TAKING
PROACTIVENESS
RISK-TAKING
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.309
.212
.153
.268
.254
.384
-.122
.350
.201
.274

Table 5.29 Squared Correlations and AVE Values
Autonomy

Proactiveness

Innovativeness

Competitive
Aggressiveness

Autonomy

0.475

Proactiveness

0.015

0.607

Innovativeness
Competitive
Aggressiveness

0.023

0.072

0.612

0.045

0.040

0.065

0.574

Risk-Taking

0.095

0.123

0.147

0.075

Risk-Taking

0.595

Note: The boldface values in shaded boxes are the AVE of each construct
The AVE value for each construct was greater than the squared correlations between
associated constructs (Table 5.29). This provides evidence of the good discriminant
validity of the constructs in the EO measurement model.
5.8

Structural Model of Entrepreneurial Orientation and Firm Performance

The second step of SEM, i.e., the structural model, was carried out after the EO
measurement model was successfully validated. In this structural model, the
relationship between EO dimensions and firm performance was estimated (Figure 5.10).
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Figure 5.10 Standardised Estimates of the EO and Performance Structural Model
The statistical significance, the magnitude and the direction of the standardised
regression weight of parameter estimates were examined to investigate the effect of EO
on firm performance.

Table 5.30 shows that from five EO dimensions, proactiveness was the only dimension
that significantly (at p-value < 0.05 and CR > 1.96) and positively (with standardised
regression weight of 0.233) related to firm performance. The other four EO dimensions
(autonomy, innovativeness, competitive aggressiveness and risk-taking) were related
non-significantly (at p-value > 0.05 and CR < 1.96) to firm performance. This means
that for the sample of SMEs in this study, only the proactiveness dimension contributed
to firm performance.
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Table 5.30 Regression Weights and CR Values of the EO and Performance Structural
Model
Regression Weights
PERFORMANCE
PERFORMANCE
PERFORMANCE
PERFORMANCE
PERFORMANCE
X1
X2
X3
X13
X12
X14
X15
X17
X8
X10
X7
X18
X19
X22
X23
X24
X25
X21
X20
*** probability < .001

<--<--<--<--<--<--<--<--<--<--<--<--<--<--<--<--<--<--<--<--<--<--<--<---

INNOVATIVENESS
AUTONOMY
PROACTIVENESS
COMP AGGRESSIVENESS
RISK-TAKING
AUTONOMY
AUTONOMY
AUTONOMY
RISK-TAKING
RISK-TAKING
PROACTIVENESS
PROACTIVENESS
PROACTIVENESS
INNOVATIVENESS
INNOVATIVENESS
INNOVATIVENESS
COMP AGGRESSIVENESS
COMP AGGRESSIVENESS
PERFORMANCE
PERFORMANCE
PERFORMANCE
PERFORMANCE
PERFORMANCE
COMP AGGRESSIVENESS

Estimate
.080
-.017
.313
.161
.052
1.073
.560
1.000
1.724
1.000
1.216
1.052
1.000
.897
.874
1.000
.901
.945
1.000
1.044
.745
.638
1.040
1.000
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SE
.095
.098
.147
.104
.187
.183
.102

CR
.838
-.175
2.124
1.556
.279
5.880
5.479

P
.402
.861
.034
.120
.781
***
***

Label
par_14
par_15
par_16
par_17
par_18
par_1
par_2

.427

4.036

***

par_3

.158
.138

7.705
7.631

***
***

par_4
par_5

.101
.108

8.917
8.078

***
***

par_6
par_7

.125
.120

7.183
7.875

***
***

par_8
par_9

.081
.086
.091
.085

12.934
8.682
7.001
12.287

***
***
***
***

par_10
par_11
par_12
par_13

Standardised Regression Weights
Estimate

PERFORMANCE
PERFORMANCE
PERFORMANCE
PERFORMANCE
PERFORMANCE
X1
X2
X3
X13
X12
X14
X15
X17
X8
X10
X7
X18
X19
X22
X23
X24
X25
X21
X20

<--<--<--<--<--<--<--<--<--<--<--<--<--<--<--<--<--<--<--<--<--<--<--<---

INNOVATIVENESS
AUTONOMY
PROACTIVENESS
COMP AGGRESSIVENESS
RISK-TAKING
AUTONOMY
AUTONOMY
AUTONOMY
RISK-TAKING
RISK-TAKING
PROACTIVENESS
PROACTIVENESS
PROACTIVENESS
INNOVATIVENESS
INNOVATIVENESS
INNOVATIVENESS
COMP AGGRESSIVENESS
COMP AGGRESSIVENESS
PERFORMANCE
PERFORMANCE
PERFORMANCE
PERFORMANCE
PERFORMANCE
COMP AGGRESSIVENESS

.087
-.020
.233
.158
.031
.705
.584
.765
.941
.560
.873
.796
.652
.788
.689
.860
.659
.829
.854
.873
.660
.556
.841
.775

The model fit of the EO and firm-performance relationship full structural model was
evaluated using several goodness-of-fit (GOF) indices, as shown below.
Table 5.31 GOF Indices of the EO and Performance Structural Model
Fit Indices

Model Value

Chi-square (df)
Prob
GFI
RMSEA

203.826 (137)
0.000
.872
.058

Normed chi-square

1.488

TLI
CFI

.922
.938

Cut-Off Value

Fit Status

ρ > 0.05 (at the α = 0.05)
≥ 0.90
≤ 0.05 is good
≤ 0.08 is adequate
≤ 2.0 is very good
2.0-5.0 is acceptable
≥ 0.90
≥ 0.90

Misfit
Marginal
Fit
Fit
Fit
Fit

Most of the GOF indices were in an acceptable range. The GFI value was considered
marginal as it was close to the cut-off value. Only the significance level of the chisquare statistics did not support the model fit. However, as mentioned earlier, this value
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is sensitive to sample size (Garver & Mentzer 1999), and it must therefore be
interpreted with caution.

To identify the model error and then respecify the fit model, diagnostic indicators
(standardised residual covariance and modification indices) were examined. The results
of the model respecification did not indicate a better fit for the EO and Performance full
structural model. This means that this structural model (Figure 5.10) was considered fit
for analysis.
5.9

Summary

The main objective of this chapter was to present the quantitative data analysis in this
study, which consisted of five stages. The first stage, data preparation and screening,
confirmed that missing data and outliers were not present in this study. Data was also
found normally distributed and absent from multicollinearity. This implies that data
used in this study satisfied the assumptions of multivariate statistics.

In the second stage of the data analysis, the descriptive statistics of the sample showed
that the majority of the respondents were males (84.1%) aged between thirty to fortynine years old (62.1%). In terms of educational background, most of the respondents
(43.4%) were high-school leavers. This study also showed that work experience in the
furniture business is not a requirement for the respondents to establish furniture firms,
as more than 46% of them had not had any experience in the furniture business. The
descriptive statistics of the EO scale indicated that the extent of each item of EO
measurement was perceived by the respondents to be relatively low to moderate.

The third stage of data analysis employed exploratory factor analysis (EFA). It showed
that nineteen observed variables were loaded into five factors representing five EO
dimensions: autonomy, proactiveness, innovativeness, competitive aggressiveness and
risk-taking. This means that the EO dimensions derived by the EFA in this study are
consistent with those reported in the EO literature.
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The fourth stage of data analysis applied confirmatory factor analysis (CFA) to confirm
the congeneric measurement model of each EO dimension and firm performance
constructs. This process was conducted by examining the unidimensionality, convergent
validity, discriminant validity and scale reliability of the measurements used in this
study. The results showed that the EO and performance measurement model was valid
and reliable.

In the final stage of the data analysis, structural equation modeling was carried out to
estimate the relationship between the EO dimensions and firm performance. The results
demonstrated that of the five EO dimensions, proactiveness was the only dimension that
was significantly related to firm performance. The other four EO dimensions
(autonomy, innovativeness, competitive aggressiveness and risk-taking) were related
non-significantly to firm performance. This means that for the sample of SMEs in this
study, only proactiveness contributed to firm performance.

The next chapter (Chapter 6) will present the qualitative content analysis using data
from interviews. The findings from the qualitative data analysis will describe how EO
dimensions are implemented within the SMEs sampled in this study.
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CHAPTER 6
QUALITATIVE DATA ANALYSIS

6.1

Introduction

This study employed a mixed-methods design in which data was collected in two
phases: Phase One (quantitative) and Phase Two (qualitative). The results of the
analysis of Phase One’s quantitative data were reported in Chapter 5. The EFA results
showed that the items of the EO scale used in a questionnaire survey were loaded into
five EO dimensions, as suggested by EO literature. In estimating the relationship
between each EO dimension and firm performance, the results of SEM showed that
proactiveness was the only EO dimension that was positively and significantly related
with firm performance.

The qualitative data obtained from interviews, which were carried out in Phase Two,
was analysed using content analysis; and the results are presented in this chapter. The
objective of this chapter is to describe how firms behave in adopting an entrepreneurial
orientation based on the interviews with SME owners/managers. To provide more
description of the phenomena being studied, interviews with representatives from
government agencies, a trade association and a financial institution, as well as buyers,
are also presented to complement information from SME owners/managers.

This chapter is organised as follows: Section 6.2 presents the support programs for
SMEs in the furniture industry; Section 6.3 describes profile of the respondents
interviewed; Section 6.4 presents roles of buyers/agents/middlemen; Section 6.5
discusses the implementation of each EO dimension and firm performance as perceived
by the respondents in this study; and Section 6.6 is a summary of this chapter.
6.2

Support Programs for SMEs in the Furniture Industry

The furniture industry is the largest contributor to Central Java’s foreign trade.
Therefore, the local Government has launched various programs to support the
development of this industry. Interviews with the representatives of the Industrial and
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Trade Office (Dinperindag) and the Cooperatives and SMEs Office (Dinas Koperasi
dan UKM) in Central Java revealed that many efforts have been carried out to support
SMEs in the furniture industry in Central Java.
Improving the business environment
The representatives from the Government offices admitted that lack of timber
sustainability, particularly teak and mahogany (the main raw materials for the furniture
industry), is the major problem in this industry. To support the business environment in
the furniture industry, the availability of raw material has become a priority of the
Government program. This program includes:
•

Encouraging people to plant jati mas (golden teak), which can be used at a
relatively younger age (about fifteen to twenty years) than teak from Perhutani,
which takes more than fifty years to reach the point in its growth where it can be
consumed.

•

Collaborations with some universities to investigate potential timber that can be
used as raw material in the furniture industry. The results of this research are
expected to encourage players in the furniture industry to reduce their reliance
on teak and mahogany.

•

Development of an Integrated Timber Terminal in which the furniture producers
will be able to go to one integrated place to buy certified timbers that have been
processed and cut to the required size. When the interviews of this study were
conducted, the Integrated Timber Terminal was in development.

Facilitating marketing and access to domestic and international markets
The Government helps furniture-industry SMEs promote their products through various
programs. The Ministry of Trade of the Republic of Indonesia provides some funding to
support SMEs’ participation in domestic as well as international trade fairs. In addition,
the Ministry of Cooperatives and SMEs of the Republic of Indonesia provides a
showroom called the SMEs Gallery, in Jakarta to facilitate SMEs in promoting their
products.
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Providing training programs to enhance SMEs’ capabilities
The training programs provided by the Government include training in production
technology, product quality, product design and finishing processes. As timber
certification has recently become important for some export-destination countries, the
Government also provides training for SMEs to raise awareness about it.
Financial-assistance programs
The Ministry of Cooperatives and SMEs has launched some financial assistance
programs for SMEs. One of these programs is a pilot project to develop SMEs in the
furniture industry in Central Java by providing soft loans5, which selected SMEs can
use to buy a workshop in the Government-built cluster and to enhance their capital for
operating their business.

Despite the many programs introduced by the Government to assist SMEs in the
furniture industry, the majority of respondents in this study asserted that they have never
received any Government support.
6.3

Profile of Respondents Interviewed

All respondents in this study were indigenous Indonesian (pribumi) from a Javanese
ethnic background. This is not a surprise, because pribumi SMEs are the major players
in the wood-furniture industry. It differentiates this industry from other sectors in
Indonesia, which are dominated by ethnic-Chinese Indonesians. Since wood-furniture
making is considered a traditional activity of local communities, pribumi are likely to
know more about locally accepted work practices and standards in employee relations
(Schiller & Schiller 1997). The Javanese are the original inhabitants of Central Java. As
will be discussed in Chapter 7, the Javanese culture might influence the business
practices of SMEs in this study.

Of the thirteen SME owners/managers interviewed for this study, eleven were business
founders, and only two were the second generation to own the family business. Some
5

Government-owned banks provide soft loans for SMEs (Kredit Usaha Rakyat/KUR) with relatively low
interest rates. The credit is without collateral, relying only on business feasibility and trust in borrowers.
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owners/managers of SMEs also involved their sons or wives in their business, and their
firms can thus be considered family firms (Appendix 10). The SME owners/managers
interviewed in this study employed between seven and sixty-five full-time workers.
When their full-time workforce was not able to finish the work in time, the
owners/managers would hire part-time workers. Due to its characteristics of exploiting
natural resources (timber) for materials and absorbing employment, the furniture
industry is considered resource-based and labour-intensive.

Most SMEs in this study are located in clusters that were established naturally. The size
of the SMEs in these clusters, and the types of products produced, are similar; this is the
characteristic of ‘artisanal’ cluster (Sandee & ter Wingel 2002), in which the degree of
vertical cooperation among SMEs is low. SMEs in this cluster are mostly householdbased firms, meaning that their workshops are located in or next to their houses. Only
three SME respondents were located in a cluster that was developed by the Government
as a pilot project for SMEs in the furniture industry in Central Java. Members of this
government-built cluster include not only furniture makers who produce a variety of
products, but also other firms whose business is related to the furniture industry, such as
suppliers of packaging, timber and paint. Sandee and ter Wingel (2002) refer to this
type of cluster as ‘advanced’, in which the degree of inter-firm specialisation and
cooperation is relatively high.

The wood furniture produced by SMEs can be differentiated into indoor and outdoor
(garden) furniture. The furniture industry in Indonesia is characterised as market-driven,
or more specifically buyer-driven: the market or buyer determines the products that the
producers will make. Carving features and customised products are commonly found in
indoor furniture. A buyer who was interviewed at one of the SME respondent’s
workshops mentioned that the quality of the carving and the ability of the respondent
firm to understand his design are the reasons he orders from this supplier.

All respondents depended heavily on foreign markets, since their main products were
intended to serve these markets. Nonetheless, only three respondents exported their
product directly to their buyers overseas. The majority of respondents were suppliers or
subcontractors for larger workshops or buyers/agents, who then exported the furniture
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overseas. Few respondents sold their product directly to final customers, either domestic
or foreign.

The researcher had the opportunity to observe a negotiation process between two SME
respondents and their local buyers. The process began when the buyers showed pictures
of the products they wanted to order from the SMEs. One of these buyers not only
brought the pictures, but also a product sample. After the SME owners/managers
examined the pictures and estimated the cost of production, they then proposed a price
to buyers. The negotiation process between SME owners/managers and buyers did not
take long until they closed the deal.

Subcontracting is the key characteristic in the relationship between players in the
furniture industry. In this relationship, SMEs that receive orders from local as well
foreign buyers may subcontract their part of the production process to more specialised
small firms and craftsmen. Usually these subcontracting firms carry out the process
from raw materials up to the unfinished product. The finishing process is then
conducted in the SMEs’ workshops. When they subcontract their work to other furniture
makers, usually they apply the borongan system, which is very common practice in the
industry. In this system the payment is based on the number of units produced, with a
fixed unit price, not on the production time. In contrast, those firms that sell directly to
the final customer produce customised products in small quantities or single units.

The majority of respondents were not members of ASMINDO (Indonesian Furniture
Producers Association), since they thought ASMINDO was only for large firms in the
furniture industry. Furthermore, they were reluctant to pay a membership fee that was
relatively expensive for them. As a consequence, they never had any assistance from
this organisation in doing their business.
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According to some respondents, the social relationship among some furniture makers is
built through arisan6. Basically, the main purpose of arisan is to establish social
relationships among members. Some respondents also used arisan to discuss their
business and develop collaboration with other furniture makers.

Interestingly, one respondent mentioned that he used Facebook to establish
communication with other furniture makers. Through this media, he sometimes gets
information about business opportunities.

Wood furniture is a traditional product with a low technology involvement. The
production process begins with the arrival of timber logs from suppliers. Teak is the
most common timber used in furniture, even though its price is higher than other
timbers’. Respondents acknowledged that teak is stronger and has better woodgrain.
Furthermore, teak is not susceptible to termites and other timber diseases. Mahogany is
the second-favourite choice of timber for SMEs. Few respondents used the cheaper fruit
timber since its quality is not as good as teak and mahogany. The use of fruit timber is
encouraged by the regional Government due to the limited availability of teak. A high
demand for teak coupled with the inability of the Government to manage teak supply,
particularly from Perhutani (a forest company owned by the Indonesian Government),
results in teak’s higher price. This unfavourable condition was criticised by almost all
respondents, including this one:
“We feel that the Government doesn’t care about us; for example in the
availability of raw material. If the Government realises that the core of the
furniture industry is timber, they must have a program that gives priority to
maintaining the sustainability of timber. However, there is no long-term
agenda that synchronises the timber planters and the consumers. At the
moment, the important thing is ‘whatever is available now, cut it for
furniture’. They don’t care who will grow it and who will use it. There is no
sustainability.” (R13)
Generally, there are two sources of teak: Perhutani and village forests. Perhutani’s teak
is more expensive than village-forest’s teak, because its quality is better. Moreover,
6

Arisan is a common social gathering in Indonesia, in which members who usually live nearby or have
the same interests, meet regularly (e.g., monthly or weekly or at certain periods of time). Each member
deposits a fixed amount of money to the leader of this group. This collected money will go to the member
whose name is drawn randomly. Every member of this group has a chance to win or get this equal amount
of money in each meeting until the cycle is complete and all members get his/her share.

139

Perhutani’s teak is certified that it comes from well-managed forests. One respondent
mentioned:
“I only buy timber from Perhutani. Even though it is more expensive,
Perhutani’s timber is certified and its quality is better”. (R1)
This certification is important, particularly for SMEs who export furniture directly to
foreign buyers or customers.

The timber-treatment process prior to production is explained in Appendix 12. Most of
the respondents applied modest equipment and technology in their production process.
Only three respondents had built relatively modern workshops using automated
machines.
6.4

Roles of Buyers/Agents/Middlemen

Buyers, who are also called agents or middlemen, play an important role in the
development of the furniture industry in Indonesia. As discussed previously, foreign
markets are the main target of the Indonesian furniture industry. However, due to
SMEs’ limited direct access to these markets, they rely on buyers/agents/middlemen,
foreign as well as domestic, to provide access overseas. Buyers also introduce new
designs to local furniture producers and help them upgrade their product quality to meet
the high standards of foreign markets. To cope with cash-flow problems commonly
faced by SMEs, buyers facilitate access to working capital by offering advance payment
for their order, which helps SMEs to cover a large share of the initial cost of timber and
wages. As fruits of their long-term relationship, some buyers provide loans for SMEs to
improve their production facilities, such as building dry kilns and buying new machines.
6.5

Implementation of Entrepreneurial Orientation in Indonesian SMEs in the
Furniture Industry in Central Java

Interviews with SME owners/managers in this study revealed the way they implemented
each EO dimension: autonomy, innovativeness, risk-taking, proactiveness and
competitive aggressiveness.
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6.5.1

Autonomy

Business practices of SMEs in the furniture industry in Central Java are relatively
practical and simple. The manager, who is also the owner of the SME is the only person
in the firm who is responsible for all operations, and therefore is dominant in
determining firms’ direction and policies. In other words, power and decision-making
are concentrated in the entrepreneur. Nonetheless, the interviews disclosed that the
majority of respondents acknowledged providing autonomy for their employees by
giving them opportunities to be involved and to participate actively in some firm
activities, such as proposing ideas, and some autonomy in matters such as deciding their
own work methods.
6.5.1.1 Opportunities for Employees to Propose Ideas
Interviews with respondents revealed that most of them provided autonomy for their
employees to propose ideas related to product design, product construction and
sometimes work methods. Even though most product designs are provided by buyers,
ideas from SMEs are occasionally required.
“It’s very possible that my employees propose ideas in product design. As
you know, not all orders we receive come with samples; instead, some use
a photo or a picture. However, it turns out that this photo or picture cannot
be implemented for making the product. So we advise the buyer: it has to
be like this….like that. Most of the ideas for changes come from employees,
particularly from the production department.” (R1)
It is interesting to note that SME owners/managers in this study who did not have a
background or experience in the furniture business, were likely to provide more
opportunities to their employees to share their ideas than those who had experience in
the furniture business. The reason is that the inexperienced owners/managers believed
that employees, based on their experience, have better knowledge of the furnituremaking process than they themselves.
“It’s very common in many furniture firms that managers do not always
know the practice or the technique. Like me, I used to work in marketing,
so if there is a problem related with timber, the workers or the carpenters
are more expert than I am. They know the techniques for processing timber
better; for example, if the timber’s grain is like this, it should be cut this
way. They also know sawing techniques better than I do.”(R4)
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For owners/managers who had experience working in the furniture business, however,
the opportunities given to the employees to share ideas were mostly limited to product
construction or techniques, not product design. This means that most ideas came from
these experienced owners/managers themselves, as explained by R11 and R2:
“Sometimes I ask them how to make the product stronger. But mostly all
the ideas are from me.” (R11)
“... for design…all is from me, because I have talent in art. My employees
only do finishing.”(R2)
Even though some owners/managers provide opportunities for their employees to share
ideas, the employees do not seem to take full advantage of these opportunities. They
offer their ideas only if the owners/managers explicitly ask them to. The employees do
not take the initiative to propose their ideas to the owners/managers, as stated by R9.
“If I ask my employees about something, for example about the product
construction, they will propose their ideas. However, they will not initiate
suggesting something to me.” (R9)
6.5.1.2 Opportunities for Employees to Decide Their Own Methods
Some respondents, particularly those who had not had any experience in the furniture
business before establishing their own firms, provided freedom to their employees to
decide their own methods for making furniture:
“I give a freedom to my employees to do their job. They know what they
have to do, because they have had experience in making furniture. So, they
know the techniques.” (R11)
However, other respondents, who mostly had experience in furniture-making, decided
the work method for their employees:
“I can’t let my employees decide their own methods. They have to wait for
my instruction in doing their work because I know how to make furniture
better than they do.” (R12)
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6.5.2

Innovativeness

Innovativeness for the respondents in this study is perceived as an effort to offer any
improvements in their product, market and/or process to be competitive on the market.
Innovative behaviour for them is related to their creativity in response to customer
needs; and in turn, it generates a profit for them.

The majority of the respondents considered that their firms were innovative by
producing some changes, which were perceived to be new for the firms, even though
they might not be new for the industry. In other words, their perception of
innovativeness was not necessarily related to ‘newness’ or ‘novelty’ as suggested by
some scholars (e.g., Lumpkin & Dess 1996). Three types of innovativeness were
identified in this study: product, market and process innovativeness.
6.5.2.1 Product Innovativeness
Product innovativeness demonstrated by SMEs respondents can be categorised into
three types: augmented product design, new product design and global product design.
Augmented product-design
This refers to the ability of SMEs to improve the existing design provided by buyers or
customers to enhance product value. Most respondents commonly applied this practice
by conducting minor improvements to the existing design for new orders from buyers.
The process begins with local as well as overseas buyers providing a photo or picture of
the desired product. Using their expertise and experience in the furniture business, the
owners/managers calculate the cost and propose a price. If the buyer agrees with the
price, the owners/managers make a product sample and send it to the buyer for
approval. If the buyer has not provided the product specifications (such as dimensions),
the owners/managers must determine them. It is not uncommon that what appears in the
buyer’s photo or picture cannot be realised in exactly the same way in a real product. If
this happens, the owners/managers usually propose ideas to improve the product design,
even though this is only a minor change in a product construction:
“For design, they bring us a picture or a photo, sometimes a sample.
Sometimes I propose a different design, a small change from the sample
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they brought here. For example, for a lounger, I proposed an additional
buffer to its leg to make the lounger steadier.” (R11)
The time required for SMEs from making the product sample to buyer’s approval varies
from days to months. Once the buyer agrees with the sample, the production can
commence.
“If they agree (with the measurements) then we will make it. But if they
don’t agree, we will revise it until they are satisfied and we can start for
production.” (R2)
Unlike new orders, the process for repeat order is simpler, as the owners/managers have
already understood the buyer’s design and specifications.
New product design
This refers to the ability of SMEs to seek, create and introduce new product designs to
the market. Some respondents who served final customers needed to provide new
designs for them. Designs should be continually updated so that SMEs can survive in
this industry. The SMEs in this study offered two types of design:
a.

Custom-made products in response to customer’s needs.
Frequently, the final customers (local or foreign customers) ask for specific
products to fill their houses or offices. To serve this kind of order, respondents
might propose designs that suit customers’ needs.
“For customised products, the design is completely from us. They only
send us the function (of the furniture) and the measurements. We propose a
design and send it to the customer. They may make some corrections and
send the design back to us with some more detailed information.” (R2)

b.

New product designs offered to the market.
SME owners/managers use not only their artistic talent but also staff ideas to offer
products using their original designs to the market. Sometimes a firm needs to
adjust its design based on buyers’ or final customers’ feedback.
“Basically, we have the basic product design. For example: a cupboard.
Then the buyer gives comments about our product design, adding or
subtracting something for a better design. Since the market of each country
has its own characteristics, the buyer who will sell our products to different
countries will ask for different designs. So we adjust our designs based on
their comments.” (R13)
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The sources of ideas for product design can be anywhere. Some respondents
picked up ideas for their new products from other furniture makers in their
surrounding area:
“In this area, there are many furniture makers. Sometimes I see their
unfinished products and then I can imagine it. If I like it, I will buy one and
analyse it, make some modification, then we will do the finishing. When it
is finished, we take a picture and put it on our website. We offer it to
overseas buyers.” (R6)
Trade fairs are also a common place for SMEs to get ideas from other furniture
makers. Due to the lack of awareness of intellectual property rights and
protection, counterfeiting is a common practice in the furniture industry. One
respondent described his experience as follows:
“Usually if you join an exhibition, there will be a copy of your product, like
a copy paste. I brought ‘module’ products to an exhibition in Singapore
last time. No one else brought ‘module’ products in that exhibition, only
me. But, in the next exhibition in Jakarta I saw a ‘module’ product similar
to mine displayed by another firm.” (R13)
Global product design
This refers to a firm’s ability to produce products that meet global standards. All
respondents interviewed in this study produce products for export. Even though most of
them serve as suppliers for local as well as foreign buyers/agents/traders, some of them
export directly to foreign markets. When they began to receive international orders,
SMEs were introduced to global product standards. In turn, this influences the SMEs’
generations-old furniture making practices.
6.5.2.2 Market Innovativeness
Market innovativeness refers to efforts to enter new market segments by conducting
market research, innovative promotion and advertising (Awang et al. 2010). The
interviews revealed that the majority of respondents were involved in informal and
unplanned marketing efforts. Only a few felt the necessity to engage in market
innovation so that they would not depend largely on the current market, as described by
one respondent:
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“I do not want to put the eggs in one basket; I cannot rely on one buyer. So
I have expanded our production capacity to serve other buyers. I make
different products for these buyers.”(R13)
The SME respondents commonly practiced four marketing strategies: word-of-mouth
marketing, participation in trade fairs, showrooms and websites.
Word-of-mouth marketing
The majority of respondents relied heavily on word-of-mouth marketing. In this
informal marketing strategy, they used their networks, such as friends and relatives, to
promote their products.
“I receive orders from word-of-mouth. A foreign furniture buyer comes
here accompanied by a guide who also acts as a driver and an interpreter..
This driver collects the buyer from the airport in Semarang and then drives
him to Jepara to my place because the driver and I have known each other.
Sometimes the buyer, who knows my name from others, comes to my place
directly. Yes…they know me from word-of-mouth.” (R11)
Participation in trade fairs
SMEs’ awareness of the importance of marketing for their business survival and
sustainability is shown by some respondents. Four out of thirteen respondents
participated in trade fairs, either regularly or irregularly, with the hope of meeting
potential buyers.
“Trade fairs for me are very beneficial. Many local as well as overseas
buyers attend these trade fairs or exhibitions that allow us to promote our
new product to potential buyers.” (R4)
Another respondent, who also catered for final customers, mentioned another
reason for participating in trade fairs:
“We use our own design to serve the final customer. So our objective to
participate in trade fairs is to attract potential customers to come and see
our products. They don’t have to buy our furniture in that trade fair, but at
least they know that we are able to make their preferred designs.” (R3)
As discussed above, the regional Government plays an important role in
facilitating SME’ participation in local as well as overseas trade fairs by providing
financial assistance for transportation and stand fees. However, only a few
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respondents have taken advantage of this assistance, as they still need to cover part
of the cost.
Showrooms
Only two respondents interviewed stated that they displayed their products in
showrooms (in these cases, located in a busy street) to attract potential customers or
buyers. The majority of respondents, who did not have showrooms, were located in
clusters that were mostly in villages.
Websites
The use of websites as a promotional method is largely determined by the particular
SMEs’ ability to master information technology. Not surprisingly, few respondents used
a website to promote their products. These respondents were relatively young (in their
early thirties) and had graduated from universities. Another respondent employed his
son, who was in his late twenties and had graduated from university, to manage
marketing for his firm, including its website.
“We offer our new designs through the internet. My son manages our
website. He does marketing for our firm using the internet.” (R6)
Reasons for not engaging in formal marketing activities
The main reason given by respondents for not conducting marketing activities is
because owners/managers are the only person responsible for all functions in the firm,
so their time has been fully occupied with managing technical and managerial activities
in the firm, leaving no time for marketing.
“I am very busy with my work. I have many buyers at the moment, so I
haven’t put much attention into marketing. I don’t have time for that and
I’m not enthusiastic about doing marketing.” (R5)
In addition to lack of time, the following causes inhibit respondents from conducting
marketing activities to expand their markets:
-

Capital constraints
Lack of capital is the foremost weakness of SMEs. This restricts not only
their activities, such as expanding their production facilities, but also their
ability to expand their markets. One respondent explained:
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“I don’t have enough capital. If I have many buyers, I’m afraid that
my capital will not be enough to fulfil their orders.” (R5)
-

Satisfied with the current buyer or current market
Some respondents have developed long-term relationships and built trust
with their current buyers or customers. They reported that they do not want
to seek new buyers or customers, since they are comfortable with the
relationships.
“I never think about marketing because I don’t want to find new
buyers. I am highly dependent on the orders from my current buyer
because we have mutual trust.” (R1)

-

Lack of skilled workers
Lack of skilled workers, especially product designers, is also one of
owners/managers’ concerns for not expanding their markets, as asserted by
two respondents:
“Actually I am planning to have two showrooms. But we lack a
designer, particularly to design for the local market, for final
customers. To be competitive we need to have a designer and
display the designs in a catalogue.” (R8)
“I have an intention to make other types of product and participate
in trade fairs to expand my market. But at the moment I don’t have
a qualified staff to improve firm performance.” (R1)

6.5.2.3 Process Innovativeness
As discussed above, the majority of respondents applied modest equipment and
technology in their production process. Only two respondents have set up relatively
modern automated machines in their workshops. These respondents were relatively
young (in their early thirties) and had graduated from universities. They had not had any
experience in the furniture business before managing the current family business. Their
companies were considered to be growing, with more full-time employees than those of
other respondents. This suggests that age and educational background are likely some of
the factors influencing the willingness to change from existing SMEs practices in the
furniture industry. Besides, since being innovative in technology requires financial
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support, which is unlikely to be available for the majority of SMEs, only companies that
have relatively easy access to finance are keen to engage in new technology.
6.5.2.4 Sources of Innovation
Interviews with the respondents in this study disclosed that efforts to produce
innovation in their firms originated with the firms themselves, rather than with
Government initiatives. The Government, according to the respondents, has not
provided any assistance in encouraging innovation. Likewise, since almost all
respondents were not members of ASMINDO (Association of Indonesian Furniture
Producers), they have never obtained any support from it. So far, the majority of
respondents have relied on buyer or customer suggestions as the primary sources of
ideas for innovation. One respondent mentioned that an order for a customised product
persuaded him to be innovative.
“From a customised order, I can produce new product designs because
customers’ demands represent the real customers’ voices. So our products
have to be new at all times, because without innovation we cannot compete
with others.” (R13)
Some respondents, as discussed above, picked up ideas particularly for their products by
practising ‘environmental scanning’: looking into what other firms offered and
attending trade fairs.
6.5.3

Risk-Taking

Interviews with some respondents disclosed that the majority have taken on different
types of risk as they lead their firms. Respondents’ risk-taking proclivity can be
categorised into willingness to risk new ventures and to seek opportunities. The former
is associated with the risk that a new venture will fail to achieve a satisfactory
performance. The latter involves risk in pursuing business opportunities and making
commitments even when the outcome is unknown.
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6.5.3.1 New-Venture Risk
As mentioned above, eleven of the respondents interviewed in this study were business
founders, while two respondents were the second generation owning of an existing
family business. Therefore, only eleven respondents can be considered to be engaged
currently in new-venture risk (Appendix 10).

Five out of these eleven respondents had never been involved in the furniture business
before they established their current firms. Yet, they had the courage to establish
furniture firms, and these firms have been considered successful, at least as of the time
this study was conducted, since failed entrepreneurial firms were excluded from the
study sample.

A variety of factors influenced respondents to engage in this business. One of these
factors was the influence of the neighbourhood.
“I was involved in this business after I got married. The area that I have
lived in is one of the furniture centres. Most of my neighbours here are
involved in furniture-making. At that time, I just watched them working.
Then I tried to start this business.” (R5)
For six respondents with experience in furniture business, starting a business had also
been a long journey. They worked in furniture firms, became carpenters, started their
own companies and began to sell furniture on their own.
“I was only a carpenter at that time. I have worked for some furniture
firms. Then in 1998, during the economic crisis, I saw a good prospect in
this business. So I began to establish this firm on my own.” (R10)
In addition to a good business prospect, one respondent also mentioned family reasons
as his motivation to establish his firm.
“After I had finished school, I worked in the furniture firm straight away as
a carpenter, also in carving and furniture assembling. So I have a basic
knowledge of furniture-making. Then I worked in some furniture firms in
Jakarta and Surabaya in the office as an employee. I had a good position
in Jakarta because I was able to fulfil the firm’s targets. However, at that
time my family lived in Jepara. I decided to return to my family in Jepara
because my son had to go to school. For me, there was no choice.
Therefore I decided to start my own business at home since 1991.” (R10)
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The risk of failure was not regarded as an obstacle for them to exploit opportunity by
starting a business. This implies that majority of respondents possess an entrepreneurial
spirit in doing their business.
6.5.3.2 Opportunity-Seeking Risks
After their firms were established, respondents reported taking opportunity-seeking
risks. These include the following risks:
Boldness in taking on high-risk projects
Some respondents acknowledged that they were risk-takers. They dared to undergo a
higher risk for pursuing business opportunities:
“Last month I got an order to make a Bugis tower from mahogany. It was a
very complicated design with a height of 10 metres. It was very difficult
and I had never made it before. Yet I accepted the order because the price
was also good.” (R13)
Other respondents stated that they not only take orders from their repeat buyers, but also
from new buyers they barely know. They are aware that the risk of accepting orders
from new buyers is relatively higher, but they do not want to lose a business
opportunity.
“Suppose an order comes from a new buyer and I haven’t known him
before, I will take this order as long as I know the product requirements,
type of timber that he wants et cetera. I will do my best to take that
opportunity and serve the buyer as much as I can.” (R9)
Sometimes respondents suffered losses in their business because their payments were
delayed and in some cases even nonexistent. Yet, respondents considered these losses as
part of their risk in doing business.
“I have a few buyers who sometimes delay their payments for one or two
weeks. That is okay for me. I even have one buyer who has not paid his
order for almost one year. I have come to his workshop many times and
asked him to pay, but up to now I have still not been successful. I cannot do
anything, just wait. However, it does not stop me carrying on this
business.”(R10)
Boldness in entering new, unknown markets
Even though market expansion was not a favourite strategy for many respondents, a few
respondents conducted this bold strategy.
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“I participate in many trade fairs because I want to expand my market. I
don’t want to rely on my current buyers or my final customers. Even
though sometimes I was not lucky because our business relationship did
not go smoothly, I am still trying to find new markets. I know that it will
take a long time for me to find buyers with whom I can develop mutual
trust.” (R3)
Risks in entering new markets, especially markets overseas, are relatively high. The
efforts of these respondents were not always successful. Yet, it was unlikely that their
failures would inhibit them from continuing to search for new markets. Learning from
their experience, some respondents began anticipating the risks, as explained by a
respondent:
“At the moment I export directly to Spain and France. I am still looking for
new markets overseas. I had bad experience in 2008. I used a middleman
to enter a new market in Germany because I did not have access there. I
sent my products there, six containers with a value of 600 million rupiah.
But the buyer was not satisfied with my product and he did not want to pay.
He asked me to bring it back to Indonesia, but I did not do it because the
transportation cost is expensive. So I just left my products there. I blamed
the middleman because he did not provide me with the specifications
required by the buyer. This was a lesson for me. So I decided to keep
finding new markets overseas by myself, without using a middleman.”(R8)
Interestingly, one respondent considered himself to be a risk-taker because of his
decision not to expand his market. He staked his company’s survival, including his fate,
on serving only one big buyer.
“I am not trying to find other buyers. I am satisfied with my current buyer.
Actually this is very risky. However, I always try to anticipate this risk by
keeping up to date with the situation in my buyer’s place through
communication via email. He also visits us here frequently. I always
maintain a good relationship with him. When he is here, we can discuss
everything...how we can survive in this business, et cetera. From this
intensive communication I will know whether my buyer’s condition is still
good.” (R1)
Boldness in applying new technology
As part of an effort to maintain product quality, two respondents installed new machines
in their workshops. By doing so, they expect to win against the competition in the
furniture industry.
“I have installed new machines in my workshop. This is for indoor
furniture. These machines can produce products with a higher degree of
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precision. I have to maintain the product quality. Otherwise my buyers will
go to other firms.” (R8)
Boldness in expanding production facilities
In response to an increase in buyers’ orders, two SMEs have expanded their production
facilities instead of subcontracting some of the orders to other firms, as commonly
practiced in this furniture industry. This strategy can be considered risky because when
orders are low, these facilities may become idle.
“My existing capacity has been fully occupied by my long-term buyer.
Because I got orders from new buyers I have to expand my production
facilities.” (R13)
Boldness in exporting directly
Four respondents have chosen to export directly to their buyers or final customers
overseas. Even though this is risky, they expect higher returns than those from selling
through local middlemen or agents.
“I export directly to our buyers overseas. I am aware that this is very risky
because of distance and language, but if they are satisfied with my product
I can get a higher profit than I can if I send it using middlemen or agents.
The most important thing is how to establish good communication and
develop trust with our buyers overseas. As long as we do business
correctly, and do not deceive, our clients overseas will trust us. Of course,
sometimes bad things happen. But that is business risk.”(R13)
Boldness in borrowing money
Cash flow is a common issue mentioned by respondents. To overcome this problem,
some respondents were willing to borrow money from a variety of financial sources –
banks, timber suppliers, buyers and loan sharks – with varying consequences.

Respondents provided their own reasons for selecting a source of capital. Those who
preferred to borrow money from banks rather than timber suppliers indicated that banks
provided them with flexibility in spending the money and lower costs.
“I prefer to apply for a loan from a bank than from a timber supplier. It
gives me flexibility in choosing the timber supplier who has timber as
required by my buyer. Furthermore, the timber supplier charges me a
higher interest rate than the bank. So if I buy timber using credit from
timber supplier, not only is the price of timber higher than if I buy it using
money from bank, but my timber choices are limited to the timber the
supplier has.”(R10)
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Those who preferred to procure capital from timber suppliers mentioned the
convenience and ability to compromise as some of the reasons.
“If I apply for credit from a bank, there is a lot of paperwork that I have to
fill out and I have to fulfil all the requirements, such as giving a tax file
number, a permit of company establishment et cetera. I also have to have a
commitment to pay the instalments and interest on time. If not, I will get a
penalty. The problem is that sometimes the payment from the buyer is late.
That’s why I prefer to go to timber suppliers to get credit, even though the
interest rate is a bit higher than from a bank, about 1 to 1.5% higher,
because they are more flexible in terms of the payment period. I can
compromise with them. So I can take the timber first and pay later. It is all
based on trust.” (R12)
Some respondents who had difficulty with their cash flow favoured a loan from their
buyers to one from other financial sources, because such loans were interest-free.
“If I don’t have money to accomplish a buyer’s order, I talk to him and ask
for an advance payment. When the product is finished then he will
calculate it. We are very open and we trust each other. Also, if I need
something to buy and my money is not enough I can tell him, and then he
will provide what I need.” (R9)
Some respondents preferred using loans from buyer not only to overcome cash flow
problems, but to build production facilities.
“When I wanted to build a dry kiln, I asked for a loan from my foreign
buyer. He is a Dutch. I said that I need to build a dry kiln to dry my timber.
It will enhance the quality of the furniture he orders from me. Then he gave
me some money and I could pay it later without any interest.” (R5)
One respondent also acknowledged that he had gone to loan sharks when he needed
capital right away, even though the interest rate was very high.
“I got an order from a new buyer and I needed capital to fulfil his order, I
couldn’t ask for an advance payment from him because he did not know me
very well yet. So I went to a loan shark who could provide me money in a
shorter time even though they charged me with a high interest rate, about 4
to 5% per month. I would take this risk because I don’t want to lose a
business opportunity.” (R9)
Respondents’ boldness in borrowing money, with all the associated risks, demonstrates
their risk-taking behaviour. During the interviews, respondents frequently mentioned
that trust is the main thing in their business. Therefore, in dealing with their lack of cash
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flow, some buyers or timber suppliers provided capital to SME owners/managers
because they knew each other well due to their long-term relationships.
6.5.4

Proactiveness

Proactiveness in terms of anticipating future needs by seeking opportunities was
demonstrated by the Indonesian SMEs this study. However, the extent of proactiveness
proclivity varied among the respondents; based on that, the respondents can be
categorised into proactive and less-proactive entrepreneurs. Proactive entrepreneurs
include four respondents who have attended and participated in trade fairs because these
were not only places to meet potential buyers but to anticipate future trends in the
furniture industry.
“I frequently participated in trade fairs, not only in Indonesia but also in
other countries. So we can see the furniture trends, particularly for the
international market. Then I will apply the designs to my products that I
will offer to my customers”. (R13)
Some of these proactive respondents have sought information from local Government
offices and other institutions whose authorities relate to the furniture industry.
“I know that I cannot do everything myself. I need support if I want to be
successful. So I went to the Industrial and Trade Office of Central Java to
get information about foreign buyers listed in their booklet. I also came to
the Cooperatives and SMEs Office of Central Java to seek information
about whether this office can provide any support for my firm, such as
financial and promotional assistance, and training. I know that if I only
wait for them, the Government will not come to help us. By visiting their
offices, I also developed networking with the Government representatives;
however, up to now I haven’t got any assistance from them.” (R8)
For example, having heard that one of the financial institutions had won the trust of the
Ministry of Cooperatives and SMEs to distribute soft loans to SMEs in the furniture
industry in Central Java, Respondent R8 also visited this financial institution, asking
whether he was eligible to get a soft loan. Even though this respondent was not
successful in getting a soft loan, his effort in actively seeking information to acquire
financial resources reflected his proactiveness proclivity.

155

Respondents with less proactiveness proclivity also looked for business-related
information to identify business opportunities. However, their efforts to seek this
information were not as aggressive as those of respondents with relatively higher
proactiveness proclivity. Lack of time and feeling quite satisfied with their current
condition are some of the reasons that prevented them looking actively for useful
information for their business.
“I do everything myself, even though I have employees, but I have to
manage them. So I’m very busy with my work. Thank God that orders
always come to my firm. So I don’t have to go anywhere to get orders, it’s
only by word-of-mouth.” (R9)
Interestingly, respondents who demonstrated relatively higher proactiveness behaviour
had graduated from university, or at least were supported by another person with a
university background. On the other hand, the majority of less-proactive respondents
had a high-school education.

Respondents obtained business-related information through formal as well as informal
channels. Less-proactive respondents relied more on informal channels to obtain
information, such as joining arisan, a common social gathering in Indonesia whose
members who live near each other and share an interest (in this case, furniture-making).
Proactive respondents used informal as well as formal channels to acquire information
for their business. In addition to traditional gatherings, such as arisan, some proactive
respondents established informal communication among furniture makers through
Facebook. These informal groups may enable SMEs to develop their networks in the
hope of receiving valuable information for their firms, since the majority of respondents
were not members of formal organisations, such as ASMINDO.
6.5.5

Competitive Aggressiveness

All respondents claimed that their products have competitive advantages. Product
quality was the most important product value for them over price and time delivery.
One respondent explained that product quality could be achieved if furniture makers
fulfilled buyers’ requirements.
“If the buyer asked for mahogany it must be 100% mahogany. We cannot
mix it with other types of timber. The timber must be processed properly,
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for example using dry kilns. The product measurement must be correct
according to the specifications. We cannot reduce the size of the specs to
get more profit. The finishing process must be smooth, clean et cetera.”
(R1)
Even though most SME respondents were located in clusters where their neighbours
were also furniture makers, they did not consider other furniture makers as their
competitors. A possible reason for this behaviour is that owners/managers were likely to
be concerned with maintaining harmonious relations with neighbours and conforming
with local customs.
“There is no competition here, because we consider them as our family. If I
receive an order, they can help me if I cannot do it myself and the other
way round. If they get an order they will let me help them. We help each
other. But it is only in this area. I don’t know how it is in other areas.”
(R10)
Other respondents mentioned that lack of competition in this industry is because each
firm serves its own market.
“I don’t feel that I have competitors, because we have our own market and
our own buyer. We do our job without interfering with others.” (R1)
The absence of an obvious competitive atmosphere in the industry exists not only within
the cluster, but also in other places such as in trade fairs, where many furniture makers
participate in promoting their products. Despite the fact that respondents competed at
these trade fairs to attract potential buyers, they considered their competitors as their
friends:
“Actually, all participants in the exhibitions are friends. They will chat and
laugh together, but they also compete with each other, for example by
offering a similar product with a lower price.”(R13)
Nevertheless, some respondents felt that competition in the furniture industry was
intense. Even so, they would not compete aggressively with their rivals for various
reasons. It is common in the furniture industry that a buyer does not rely on only one
SME, but use a number of SMEs as suppliers. To get orders from buyers, many
respondents used product quality as a weapon.
“There are competitors in this industry but I maintain quality. I may
decrease the price, but I still emphasise quality. So with good quality,
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buyers will get satisfaction and they will repeat their orders. Otherwise
buyers will not come to us.” (R9)
“I am aware that there is competition in this furniture industry. I place
more emphasis on product quality. I am sure the buyer can see which
product has good or bad quality. I will not fight the competition if they ask
me to compete. I will let them act on their own. The most important thing is
to maintain the quality of my product.” (R4)
One respondent used his belief in God as a rationale for avoiding aggressive
competition with his rivals in the industry.
“I always maintain product quality. That’s the reason why my buyers are
always satisfied with my products. Besides, I’m afraid of God if I do
something bad to others in competition with me. I believe God will give the
best to us if we do good and our luck will not go anywhere.” (R5)
6.6

Firm Performance

As explained in Chapter 4, firm performance was measured using respondents’
subjective statements (perceptual measures). When the respondents were asked how to
measure their firm performance, their answers varied. Some respondents mentioned it
was measured by sales revenues.
“I manage my company like a peanut hawker. This means that business
knowledge does not exist in this place. I only have notes. So I measure my
performance from the sales revenues. Every year we submit tax reports to
the tax office. From there we will see whether we make a profit or not. So
the measure is from the sales-revenue realisation.” (R1)
Other respondents explained that they know whether their business made a profit from
their ability to pay their business liabilities.
“I measure my firm performance, whether it makes good profit or not, from
additional assets I have. For example, I got my workshop in this industrial
cluster on credit. If I’m able to the pay the debt, it means my firm is doing
well and I have made a profit. I never calculate the money I get from my
firm. The important thing is that I am able to pay the instalments for my
workshop and my car. I am able to pay my employees and my suppliers.
That’s all.”(R3)
Meeting family needs was another performance measure used by other respondents in
this study.
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“The most important thing for me is that I can provide food and shelter for
my family. So my family is financially supported. I never calculate my
firm’s sales.” (R7)
When the respondents were asked to compare their firm performance in 2009 with that
of the last three years, all respondents acknowledged that their firm performance in
2009 was worse than the last three years (interviews in this study were conducted in
February 2010). Worse business condition for respondents started in mid-2008 until
mid-2009. They described it by mentioning some facts such as declining sales,
reduction in the number of containers they sent to buyers, cancellation of orders,
declining profits and reducing the number of full-time workers they employed. Some
respondents mentioned that the global financial crisis (GFC) had caused these negative
conditions to become even worse at the end of 2008. However, they felt that business
conditions were getting better as of late 2009 and early 2010.
“Because of the GFC, sales declined in 2008. But our sales have been
improving since August 2009. They have been increasing significantly up
through January 2010. Even for the next three months I have received
orders. I really hope that we can maintain this good condition.” (R1)
6.7

Summary

This chapter presented the qualitative analysis using content analysis, to describe
profiles of respondents interviewed in this study. All respondents were indigenous
Indonesians (pribumi) from a Javanese ethnic background. The majority of the
respondents were the business founders or the first generation of the business. SME
owners/managers in this study granted autonomy to their employees, though it was
limited and not fully used by the employees. It is interesting to note that the majority of
respondents who provided autonomy were those who had not had work experience in
the furniture business before they established their own firms.

This study found that the respondents perceived innovativeness as doing something new
for their firms even though it might not be new for the market or industry. In terms of
product innovation, most respondents engaged in incremental innovation instead of
radical innovation. However, the majority of the respondents did not carry out market
innovativeness, and relied heavily on word-of-mouth marketing, an informal marketing
strategy. Lack of time was the main reason they cited for not conducting marketing
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activities. Similarly, process innovativeness was not demonstrated by most of the
respondents due to capital constraints. Buyer and customer suggestions were the
primary sources of innovative ideas for respondents.

The findings of this study show that the respondents, who were business founders,
demonstrated a proclivity for new-venture risks; i.e., the risk that a new venture will fail
to achieve a satisfactory performance. After their firms had been established, the
respondents undertook opportunity-seeking risks; these include boldness in taking on
high-risk projects, entering new, unknown markets, borrowing money, exporting
directly, applying new technology and expanding production facilities.

This study also found that some respondents showed proactiveness behaviour by
actively seeking useful information and business opportunities for their business
survival. However, other respondents were less proactive due to lack of time.

Competitive aggressiveness was not demonstrated clearly by all respondents.
Maintaining harmonious relations with others was the main reason respondents cited for
not confronting their business rivals. Finally, respondents used personal and family
factors, rather than detailed financial reports, to measure firm performance.

The next chapter discusses the overall findings from the quantitative and qualitative
analyses to address the study’s three research questions.
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CHAPTER 7
DISCUSSION

7.1

Introduction

In investigating the role of EO in the performance of Indonesian SMEs in the furniture
industry in Central Java, this study applied a mixed-methods research design to have a
more comprehensive understanding of the phenomena being studied. The quantitative
research findings presented in Chapter 5 show the five EO dimensions demonstrated by
the study’s sample of Indonesian SMEs in the furniture industry in Central Java. They
also reveal that proactiveness was the only EO dimension of the five to show a
relationship to firm performance. The qualitative research findings, discussed in Chapter
6, provide a more complete understanding of the EO dimensions expressed within the
study sample.

The objective of this chapter is to integrate the overall findings of both the quantitative
and qualitative data analyses. This chapter is structured as follows: Section 7.2 uses
EFA to address research question 1 in examining the EO dimensions that have been
demonstrated by Indonesian SMEs in the furniture industry in Central Java. Section 7.3
presents the findings of the qualitative analysis in exploring how Indonesian SMEs in
the furniture industry in Central Java expressed each EO dimension, as stated in
research question 2. Section 7.4 answers research question 3 by using quantitative as
well as qualitative analyses to elaborate on the relationship between each EO dimension
and firm performance. This chapter concludes with a summary.
7.2

Research Question 1
Which EO dimensions, as identified in the literature, have been
demonstrated by Indonesian SMEs in the furniture industry in Central
Java?

Using a sample of 145 respondents, EFA was employed to address research question 1.
As described in Chapter 5, PCA as a method of extraction, and varimax rotation
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methods, were applied in EFA to derive five factors that best represent data in this
study. In order from the strongest to the weakest contributions in terms of percentage of
total variance, these five factors were autonomy, proactiveness, innovativeness,
competitive aggressiveness and risk-taking. This also means that the analysis identified
there are no other factors that could represent new dimensions of EO.

This finding confirms that all five EO dimensions, as identified in the literature, were
demonstrated by the SMEs in this study’s sample. These are interesting findings, since
the formulation of the EO model and the original tests were mainly conducted in the
United States context (e.g., Miller 1983; Covin & Slevin 1989; Lumpkin & Dess 1996).
Some researchers (e.g., Kreiser, Marino & Weaver 2002; Kreiser et al. 2010; Hansen et
al. 2011) suggested that the majority of studies examining EO have used samples from
the United States and other developed countries (e.g., European Union countries), where
institutional development is well established.

The results of this study suggest that the EO concept is also applicable in other countries
with substantially, if not totally, different social institutions, such as Indonesia. This
supports studies by Knight (1997a), Kreiser, Marino and Weaver (2002) and Hansen et
al. (2011), who investigated the psychometric properties of the EO scale. Knight
(1997a) introduced a French-language version in addition to the original English version
of the EO scale and examined similarities in factor loadings across a sample of 258
French- and English-speaking Canadian medium-sized enterprises’ managers. Kreiser,
Marino and Weaver (2002) explored the reliability and validity of the EO scale using
data drawn from 1,067 SMEs across six countries: Australia, Finland, Mexico, the
Netherlands, Norway and Sweden. Hansen et al. (2011) investigated the extent to which
EO measures were invariant (i.e., whether the instrument is interpreted similarly) across
countries using a sample of 1,279 SMEs in the United States, Australia, Sweden,
Mexico, Indonesia, the Netherlands and Greece. These researchers have demonstrated
the universality of the EO construct, finding it to be reliable and valid across different
languages and national contexts.

Interestingly, Aloulou and Fayolle (2005) posited that EO is a concept developed for
introducing entrepreneurship into large firms. Likewise, Frishammar and Andersson
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(2009) asserted that research published in the fields of entrepreneurship and strategic
management indicate that the EO concept is familiar in the context of large companies
rather than SMEs, and that findings using large firms as a sample may not be
generalisable to SMEs. In response to their concern, results in this study confirm that
Indonesian SMEs in the furniture industry in Central Java, at least in relation to the
sample in this study, demonstrated their willingness to engage in entrepreneurial
behaviour: they provide autonomy, take risks, act innovatively, are proactive and
compete aggressively in the marketplace. The findings in this study suggest that the EO
construct is not only valid and relevant to large firms’ survival and growth as has been
widely reported by previous studies, but also applicable in the organisational context of
SMEs. This is in line with Knight (1997a), Dess and Lumpkin (2005) and Covin and
Wales (2012), who suggested that EO is applicable across organisations, regardless of
size (i.e., small or large), type (i.e., public or private) or age (i.e., young or old). Given
EO’s broad applicability, it is not surprising that the concept has been extensively
adopted in past research.

The prominence of EO within management research stems from the assumption that EO
represents a continuous variable (or set of variables) upon which all organisations can
be positioned (Covin & Wales 2012). Each of five EO dimensions can range from ‘low’
to ‘high’. This implies that all organisations fall somewhere along a conceptual
continuum from less entrepreneurial (the ‘low’ end) to more entrepreneurial (the ‘high’
end) (Covin & Wales 2012). However, there is no literature that provides methods or
justification in labelling the extent of EO dimensions. Meanwhile, there is widespread
agreement in the entrepreneurship literature that countries differ in levels of
entrepreneurial activities, since national culture influences entrepreneurship practices
(Mueller & Thomas 2001; Hayton, George & Zahra 2002; Hansen et al. 2011).
Accordingly, the extent of each EO dimension present within firms may also vary
across countries due to different cultural backgrounds (Thomas & Mueller 2000; Naldi
et al. 2007). Lee and Peterson (2000) argued that only countries with specific cultural
tendencies will promote strong EO, and therefore demonstrate more entrepreneurship.

Taken from the mean values for EO measures shown in Table 5.6 (Chapter 5), Table 7.1
presents the mean values for each EO dimension within this study’s sample.
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Table 7.1 Mean Values of Each EO Dimension
Dimension
Autonomy

Mean Values
24.3 - 57.2

Innovativeness

62.1 - 68.2

Risk-Taking

40.0 - 53.0

Proactiveness

41.8 - 49.8

Competitive Aggressiveness

57.1 - 68.5

Mean values of the autonomy scale ranged from 24.3 to 57.2, implying a relatively low
to moderate level of autonomy given by the owners/managers of the sample SMEs to
their employees. Innovativeness and competitive aggressiveness were considered
moderate to marginally high, with mean values ranging from 62.1 to 68.2 and 57.1 to
68.5 respectively. Risk-taking proclivity was categorised as moderate, since its mean
values ranged from 40.0 to 53.0. Also, respondents showed a moderate level of
proactiveness, with mean values ranging from 41.8 to 49.8. This means that the extent
of each EO dimension demonstrated by the SMEs in the sample varied from low (less
entrepreneurial) to marginally high (more entrepreneurial). Lumpkin and Dess (1986)
posited that entrepreneurial firms are positioned more toward the ‘high’ end of at least
one of the five EO dimensions, and need not be ‘high’ on any particular dimension.

Even though all five EO dimensions have been demonstrated by the SMEs in the
sample, during the quantitative analysis process some measures of these dimensions had
to be dropped. This indicates that these specific measures might not be suitable in the
context of Indonesian SMEs in the furniture industry in Central Java. For example, item
X9 (a reverse question of “In the last three years, this firm has marketed no new lines of
products or services”) had to be eliminated during the EFA process, since it was
revealed to be a high cross-loading item. This term, which was adapted from Covin and
Slevin (1986; 1989), was one of the innovativeness measures used in this study. As will
be discussed later in addressing the second research question, this measure apparently
was not able to represent the type of innovation adopted by SMEs respondents.
Likewise, item X4 (a reverse question of “In this firm, individuals and/or team pursuing
business opportunities have to obtain approval from their manager before making
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decisions”), which was adapted from Lumpkin et al. (2009) to measure autonomy, also
had to be dropped in the CFA process. This will also be discussed in the next section in
answering the second research question.

Results from EFA used in this study also support the multidimensionality of the EO
construct and the independence of each of its dimensions. In the context of this study’s
sample, these findings verify Lumpkin and Dess’s (1986) argument that EO is a
multidimensional concept, not a unidimensional, as suggested by Covin and Slevin
(1982). Kreiser, Marino and Weaver (2002) and Hansen et al. (2011) are some of those
scholars who support the multidimensionality of the EO concept by providing empirical
evidence that EO dimensions can vary independently of one another in many situations.

In conclusion, as in several empirical studies of the EO construct that have been
conducted across many contexts (e.g., countries, cultures, industries, firm sizes), the
Indonesian SMEs sample in this study was found to demonstrate to some extent the EO
dimensions of autonomy, proactiveness, innovativeness, competitive aggressiveness and
risk-taking. This finding supports entrepreneurship scholars’ arguments that the EO
scale might be applied in non-western countries as well as in the context of SMEs.
Moreover, this study also supports a multidimensional concept of EO. Hence,
entrepreneurial firms could seek to develop various combinations of the EO dimensions
to increase their performance in a given context.
The following section discusses the implementation of each EO dimension by the SMEs
in the study sample to address the study’s second research question.
7.3

Research Question 2
How are EO dimensions expressed by Indonesian SMEs in the furniture
industry in Central Java?

As the preceding discussion demonstrates, national cultures may influence the
willingness of entrepreneurial firms to demonstrate their entrepreneurial behaviour. This
means that cultural values in a society and the institutions that are part of that culture
also help determine the EO dimensions implemented within the firms. In this study, as
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all respondents were indigenous Indonesian (pribumi) from a Javanese ethnic
background, aspect of the Javanese culture, such as maintaining social harmony and
conflict-avoidance (Magnis-Suseno 1997), might influence the way the individual
behaves within the firms, as will be discussed in the following sections. Furthermore, as
the key decision-makers in SMEs, the owners/managers determine the overall strategic
orientation of the organisations. Undoubtedly, their attitudes also shape the EO
dimensions exhibited by these SMEs.

In discussing the influence of national culture on entrepreneurial behaviour, the majority
of previous studies have employed Hofstede’s conceptualisation of national culture
(Hayton, George & Zahra 2002; Kreiser et al. 2010; Hansen et al. 2011; Shinnar,
Giacomin & Janssen 2012). In this study, Hofstede’s conceptualisation was also used in
describing the effect of Indonesian culture, particularly Javanese, in the implementation
of EO dimensions within the respondents’ firms.
7.3.1

Autonomy

According to Monsen (2005), autonomy in decision-making is fundamental and
necessary for entrepreneurial endeavour. Therefore, top management needs to support
and encourage entrepreneurial thinking within organisation as many of the best ideas
frequently come from the ‘bottom-up’ (Dess & Lumpkin 2005). According to Covin,
Green and Slevin (2006), being involved in a decision-making process, as recognised in
participative management, can be as simple as supplying information for decisionmaking input.

Quantitative analysis of the self-report survey discussed in Chapter 5 confirmed that the
SMEs in this study’s sample provided autonomy for their employees. Yet, qualitative
analysis reported in Chapter 6 revealed that the degree of autonomy offered was limited,
manifested only as opportunities for employees to propose ideas and to decide their own
work methods. SME owners/managers sought employees’ ideas relating mostly to
product design and construction. The sole decision-maker in the firm, however, was still
the owner/manager. In terms of employees’ freedom to decide their work methods, this
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commonly took place in the firms whose owners/managers had not had work experience
in a furniture business prior to setting up their own firms.

Interviews with owners/managers of the SMEs examined in this study revealed that
managers who are also owners of their firm possessed a dominant position in these
firms. According to Hankinson, Bartlett and Ducheneaut (1997), the dual position of
manager-owner leads these managers to maintain personal control of the firm; as a
consequence, they may be reluctant to delegate responsibilities within their firms.
Therefore, it is unlikely for employees of SMEs to challenge their views of the industry
and competitors (Zahra 2005). Gilmore, Carson and O'Donnell (2004), who conducted
in-depth interviews with forty owners/managers of small firms in the United Kingdom,
claimed that some respondents in their study were reluctant to delegate to their
employees since there was a risk that the employees would leave the company with
potentially valuable information or that tasks would not be completed satisfactorily.

An opposing argument was reported by Covin, Green and Slevin (2006), who
investigated a sample of 110 manufacturing firms employing fifty or more workers in
the United States. They found that implementing an autocratic approach does not
prevent these firms from implementing EO and becoming entrepreneurial firms. The
rationale supporting this finding is that seeking ideas from employees is considered
time-consuming, as the more ideas taken into account, the more time is needed for
decision-making, including in deciding which entrepreneurial opportunities will be
pursued (Covin, Green & Slevin 2006).

Findings from the qualitative analysis in this study show that the autonomy available in
the respondents’ firms is not only restricted, but possibly not fully taken advantage of
by the employees. It is possible that a high-power distance value (score of 78) and low
masculine value (score of 46) for Indonesia (Hofstede 1984; Hofstede & Hofstede 2005;
Hofstede, Hofstede & Minkov 2010) influence this behaviour. In Indonesia, as a
paternalistic society, the leader is considered as a father figure whom followers must
obey (Hofstede, Hofstede & Minkov 2010). As a feminine country, dominant values in
Indonesian society are caring for others and quality of life (Hofstede, Hofstede &
Minkov 2010). This is in line with Javanese culture, which is very hierarchical, with
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core value of maintaining social harmony and avoiding conflict (Magnis-Suseno 1997).
In the firm, this culture is exhibited by employees’ unwillingness to propose their own
ideas, as this may create conflict with their owners/managers and, in turn, damage the
harmony in their relations. Thus employees may not take the opportunity to be involved
in

decision-making

even

though

owners/managers

provide

the

opportunity

(Kusumawardhani, McCarthy & Perera 2012).
7.3.2

Innovativeness

Innovation activity in SMEs has attracted researchers’ attention (Oke, Burke & Myers
2007; Varis & Littunen 2010). While innovation is essential to renewing a firm’s
market offerings so that it remains competitive, particularly as product and businessmodel life cycles are shortening (Pérez-Luño, Wiklund & Cabrera 2011), SMEs possess
limited resources and capabilities to conduct innovation (Susman, Jansen & Michael
2006; Massa & Testa 2008; Otero-Neira, Lindman & Fernández 2009). For this reason,
previous studies of innovation, particularly its effect on firm performance, have mainly
focused on large firms (Oke, Burke & Myers 2007).

Through quantitative data analysis, innovativeness was confirmed as one of the EO
dimensions adopted by the sample of Indonesian SMEs in this study. These findings are
corroborated by qualitative interviews, which were conducted in the second phase of the
study. This is not a surprising result, as Hansen et al. (2011) also reported innovative
behaviour by Indonesian SMEs in their study investigating SMEs across six countries,
including Indonesia. This present study supports previous studies (Covin & Miles 1999)
in finding that innovation is one of the major characteristics of entrepreneurship.

The definition of innovation is always associated with attribute of ‘newness’
(Johannessen, Olsen & Lumpkin 2001; Varis & Littunen 2010). However, the scope of
‘newness’ has been conceptualised inconsistently in the literature (Johannessen, Olsen
& Lumpkin 2001; Pérez-Luño, Wiklund & Cabrera 2011). This is understandable, since
to date there has been no consensus in defining innovation, despite agreement about the
relevance of innovation in competitiveness (Johannessen, Olsen & Lumpkin 2001;
Garcia & Calantone 2002). Innovation means different things to different people
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(Johannessen, Olsen & Lumpkin 2001; Coulthard 2007; Massa & Testa 2008; Varis &
Littunen 2010). This lack of agreement about its innovation definition has been
suggested as a major reason why findings in the innovation literature are inconsistent
(Becheikh, Landry & Amara 2006; Varis & Littunen 2010).

The SMEs in this study perceived innovation as an effort to offer any improvements in
their product, market and/or process to be competitive on the market and in response to
customer needs; in turn, this may generate a profit for their firms. Clearly, for SMEs,
“innovation is anything that makes money” (Massa & Testa 2008, p396). This implies
that the respondents’ perception of innovation is more related to their creativity in
response to customer needs, even if it only involves minor modifications to their
products, markets and/or processes. Chapter 6 stated that the majority of the
respondents offered minor improvements to product designs provided by buyers or
customers to enhance product value. This finding supports studies by Coulthard (2007),
Massa and Testa (2008) and Wang and Zhang (2009), who found that innovation is
interpreted by their samples not only as new ideas, but in terms of modifications of
existing products, processes and markets. Likewise, in interviewing representatives of
fast-growing SMEs in Australia, Lin (2007, p114) revealed that “innovation does not
need to be new to the world, merely new in the eye of the beholder”.

Two types of innovation – incremental and radical – are employed in this discussion to
represent innovation activities implemented by respondents. However, these two terms
have not been used within the survey or interviews in this study. There is a difference
between incremental and radical innovation in terms of the ‘newness’ and degree of
newness. In incremental innovation, ‘newness’ refers to any idea or practice that is
perceived to be new to the firm, while radical innovation is not only new to the firm but
also to the market (Johannessen, Olsen & Lumpkin 2001; Oke, Burke & Myers 2007).
In incremental innovation, degree of newness refers to minor changes in the activities of
an organisation and a small departures from existing practices, whereas in radical
innovation it refers to fundamental changes in the activities of an organisation and
greater departures from existing practices (Johannessen, Olsen & Lumpkin 2001; Oke,
Burke & Myers 2007; Otero-Neira, Lindman & Fernández 2009). Dewar and Dutton
(1986, p1423), however, posited that the distinction between incremental and radical
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innovation “is easier to intuit than to define or measure”, such that different perceptions
may exist in classifying innovation.

The innovation carried out by the majority of SMEs respondents in this study is likely to
be considered as incremental innovation, as it constitutes minor changes or
improvements from existing products, markets and processes. The tendency of SMEs in
the furniture industry in Central Java in this study to perform incremental innovation
rather than radical innovation may be related to the subcontracting characteristic in the
relationship between actors in the furniture industry from which this study’s sample was
drawn (Kusumawardhani, McCarthy & Perera 2012). In this buyer-driven innovation
(Berry, Rodriguez & Sandee 2001), SMEs have limited authority to decide or to suggest
new product design. This practice is common in SMEs, as McCarthy, Perreault and
Quester (1997, p204) suggested: “Sometimes the buyer will design a product – and
simply ask the supplier to build and deliver it at a fair price.”

Furthermore, the furniture market is not as dynamic as other markets such as apparel,
electronics and information technology, in which product life cycles are shortening as a
result of constantly changing market preferences and technology turbulence (OteroNeira, Lindman & Fernández 2009). Therefore, the furniture sector is considered as a
low-technology industry (Schiller & Schiller 1997; Andadari 2008; Otero-Neira,
Lindman & Fernández 2009), and this may cause SMEs in this industry to be unwilling
to invest in technology. The traditional process of making hand-carved wood furniture
drives its market value to be significantly higher than machine-carved. In other words,
hand-carved wood furniture does not need high-technology machines. This implies that
for particular items of furniture, the market will not appreciate or value radical
innovation in the firm’s production processes. This is in line with Zahra’s (2005, p30)
argument that sometimes “investing in new and emerging technologies may not pay off
because they may not reach commercialisation or the market may fail to accept them”.
As a consequence, markets are not willing to pay an extra cost for the product (OteroNeira, Lindman & Fernández 2009). For this reason, Schiller & Schiller (1997)
suggested that a huge leap in mastery technology and management is not necessary in
the furniture industry, particularly in Indonesia.
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Only a small number of respondents in this study conducted radical innovation by
introducing products that are new not only for their firms but for their markets. For
example, one respondent introduced cubicle furniture at a trade fair. Later, this design
became a trend in the furniture industry, as seen in the following trade fairs where more
furniture makers brought similar cubicle models.

The use of freely available external information sources such as trade fairs, exhibitions
and other cluster members as sources of innovation practised by SMEs in this study is
consistent with Varis and Littunen’s study of SMEs in Finland (2010). However,
counterfeiting, mentioned by some respondents as commonly exercised in the furniture
industry, may inhibit radical innovative behaviour in SMEs as there is no law
enforcement for copyright or design protection.

The tendency of SMEs in this study to perform incremental innovation rather than
radical innovation is consistent with other studies (e.g., Oke, Burke & Myers 2007;
Otero-Neira, Lindman & Fernández 2009; Robson, Haugh & Obeng 2009). Limited
resources (human, physical, capital) and access to information that drives innovation
process (Susman, Jansen & Michael 2006) may contribute to phenomenon.

Gray (2006) emphasised that the levels of education of people in the firm play an
important role for a firm to become entrepreneurial. Specifically, Robson, Haugh and
Obeng (2009) argued that innovation is positively related with the level of education of
the entrepreneurs. These arguments seem to apply to the sample of this study. Two
respondents, who were university graduates, demonstrated their innovative behaviour in
their production processes by applying modern facilities in their workshops, which in
turn will add value to their products. These respondents also had the confidence to seek
new markets by exporting their products directly to foreign markets. Another
respondent employed his son, who is a university graduate, to promote his product using
a website and participating in trade fairs to expand his markets.

It is interesting to note that a study of SME operating in the high-technology industry in
the United Kingdom also showed a preference for incremental innovation rather than
radical innovation (Oke, Burke & Myers 2007). These findings suggest that instead of
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inclining to radical innovation by constantly seeking the next new product idea, process
or market, SMEs in both low-tech and high-tech industries benefit more from a focus on
responding to customer needs, even though what they do is not necessarily new for the
market. This is true particularly for SMEs that have limited resources.
Little or none of the radical innovation carried out in SMEs is related to model of
governance in these firms (Varis & Littunen 2010). SMEs are usually managed by their
owners (Bougrain & Haudeville 2002). Therefore, power and decision-making are
concentrated in the owners/managers. It is not easy for them to accept the opinions of
others, particularly employees. Likewise, strategic decisions are often made within the
constraints of family and individual entrepreneur goals rather than maximisation of firm
potential (Dobbs & Hamilton 2007). This condition may lead to less innovativeness.

Interviews with the respondents reveal that some SME owners/managers in this study
were reluctant to expand their markets by adopting market innovativeness. They felt
comfortable enough with the existing markets they had served so far because serving
these markets allowed them to meet their family needs as well as to cover firms’
expenses, including paying their workers. This interpretation supports a study
conducted by Hankinson, Bartlett and Ducheneaut (1997), who found that SMEs in five
sectors (construction, industry, retailing, services and transport) in the United Kingdom
felt their firms were large enough, even though these owners/managers believed that
they were not profitable enough.

The majority of SMEs in this study were engaged in product innovation, and only a few
were involved in market and process innovation. This is consistent with Oke, Burke and
Myers (2007), who investigated innovation in United Kingdom SMEs. The rationale is
that product-innovation outcomes can be perceived by the market directly and in a
shorter time than market or process innovation. Limitations on financing, time,
marketing knowledge and access to information that drive the innovation process
(Susman, Jansen & Michael 2006) may all contribute to these conditions. Besides,
considerable research has shown that SME owners/managers do not view organisational
growth as one of their principal objectives (Hankinson, Bartlett & Ducheneaut 1997;
Gilmore, Carson & O'Donnell 2004). This may explain why the majority of the
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respondents in this study did not have any interest in expanding their markets or
production facilities.
Sources of Innovation
To encourage and support innovative behaviour, SMEs need to seek information from
the business environment (Varis & Littunen 2010). However, SMEs in the furniture
industry in Central Java in this study were unlikely to have access to information
regarding options available for innovation. Lack of access to innovation sources is not
uncommon for Indonesian SMEs (Kristiansen 2003).

Several scholars have suggested that suppliers and customers are among the sources of
ideas for improved operational efficiency and new products and services (Johannessen,
Olsen & Lumpkin 2001; Susman, Jansen & Michael 2006). Some respondents in this
study had benefited from long-term relationships with their buyers, particularly foreign
buyers. Four respondents had received loans from their foreign buyers to upgrade and
enlarge their production facilities to enhance their process efficiency. This is consistent
with Berry, Rodriguez and Sandee’s (2001) findings that foreign buyers are the most
important source of technological support in the Indonesian furniture industry.

Demand for customised furniture also drives SMEs’ creativity. Since SME
owners/managers commonly have direct and close relationships with their customers,
they try to fulfil their customers’ wishes. Likewise, in the Indonesian furniture industry,
which is characterised by buyer-driven innovation, buyers play a significant role in
promoting innovation. This implies that buyers’ or customers’ product preferences and
specifications may have implications for the technological capability required by SMEs
(Berry, Rodriguez & Sandee 2001; Wahlgrén & Stewart 2003).

The majority of the respondents in this study were not members of the Indonesian
Furniture Producers Association (ASMINDO). They also noted the absence of support
from the Government and other relevant institutions. This lack of public and private
support may contribute to the lack of innovativeness of SMEs; along these lines, Varis
& Littunen (2010) emphasised that public support organisations and trade associations
are also potential sources of information to generate ideas in the innovation process. For
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Indonesian SMEs in the furniture industry, a limited role for collective support
mechanisms (public-sector bodies and private associations) for technological upgrades
was also reported by Berry and Levy (1999, as cited in Berry, Rodriguez & Sandee
2001, p368), due to their persistent institutional weakness. Nevertheless, some SMEs in
this study have developed informal relationships with other firms, including with their
competitors, that may support innovativeness through traditional Indonesian social
gatherings called arisan. In this forum, they meet regularly, usually monthly, in
members’ houses to share not only their daily lives but also their business information.
In emerging economies, such as in Indonesia, social and organisational networks play a
central role in facilitating firms’ overcoming their deficiencies, including access to
sources of innovation (Kiss, Danis & Cavusgil 2012). From the perspective of
Indonesian culture, this collective gathering is one of the indicators that Indonesia is a
collectivist as well as feminine society (Hofstede 2011b). In this society, people belong
to an ‘in-group’ that takes care of them in exchange for loyalty. Also, there is a
preference for cooperation, modesty, caring for the weak and quality of life (Hofstede,
Hofstede & Minkov 2010).

The adoption of ideas developed by other firms is also common practice for SMEs in
the furniture industry. As was discussed earlier, some respondents acquired ideas for
their new products from other firms in their neighbourhoods and from trade fairs. This
is consistent with Gray (2006) and Varis and Littunen (2010), who suggested that peers
and competitors are sources of information for innovation.
7.3.3

Risk-Taking

Risk-taking behaviour has been associated with entrepreneurship since the term
entrepreneur was first debated (Palich & Bagby 1995). Cantillon (1775, in Palich &
Bagby 1995, p426) described entrepreneurs as self-employed individuals who adjust
themselves to risk where the return is uncertain. Early definitions of entrepreneurship
centred on the willingness of entrepreneurs to engage in calculated business-related
risks (Brockhaus 1980). Risk-taking is one of the essences of entrepreneurship, as it is
present at every stage of the entrepreneurial process (Lumpkin & Dess 1996).
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Some researchers have examined the risks associated with different stages of firm
development, such as the embryonic stage (e.g., Hughes & Morgan 2007). Others have
investigated the risk involved in a family business (e.g., Zahra 2005; Naldi et al. 2007)
or SMEs (e.g., Swiersczek & Ha 2003; Gilmore, Carson & O'Donnell 2004).

Interviews in this study reveal that some respondents have demonstrated risk-taking
behaviour in some business activities. For respondents who are business founders, their
entrepreneurial risks have included deciding to establish their business venture
regardless of various reasons against it. Entrepreneurial risk refers to the risk that a new
venture will fail to achieve a satisfactory performance, in terms of sales, profit or return
on investment (Gilmore, Carson & O'Donnell 2004). Dickson and Giglierano (1986)
referred to this as ‘sinking-the-boat risk’. The risk-taking characteristic at this stage is
exhibited by the “willingness to assume risk and responsibility of new venture creation”
(Mitchell et al. 2000, p978). Entrepreneurship literature has acknowledged a high failure
rate of SMEs in this starting stage (Gilmore, Carson & O'Donnell 2004).

Liles (1974, in Brockhaus 1980, p510) suggested that in becoming an entrepreneur an
individual risks financial assets, career opportunities, family relations and physical wellbeing. The personal financial obligations that an entrepreneur makes to an unsuccessful
firm can result in major losses to the entrepreneur as an individual and jeopardise his or
her family’s standard of living in the future. Moreover, because the entrepreneur is
likely to have devoted himself to the venture at a personal level, the failure of the
venture becomes, in effect, the failure of the individual, and therefore can have major
emotional consequences. This means that new-venture risk includes the financial and
emotional consequences of failure (Brockhaus 1980).

Once the firms have been established, SME owners/managers in this study have to
overcome the risks in pursuing a strategic opportunity, since they do not have a priori
knowledge of probable outcomes. In today’s rapidly changing and highly uncertain
environments, entrepreneurial firms must be willing to take risks, which Dickson and
Giglierano (1986) called ‘missing-the-boat’ risk, for a firm’s survival and successful
performance (Zahra 2005). Entrepreneurial firms are characterised by the entrepreneur’s
ability to recognise and exploit the opportunities in the marketplace to create an
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advantage (Stevenson & Jarillo 1990; Lee & Peterson 2000; Shane & Venkataraman
2000). Several activities that contain risks have been undertaken by the respondents in
this study, including taking on high-risk projects, entering new unknown markets,
conducting exports directly, borrowing money from various financial sources,
expanding production facilities and applying new technology. As all the respondents in
this study have been in business for more than five years and many for more than ten,
their risk-taking has clearly paid off.

Entering new markets, either at home or other countries, is an expensive and long-term
process that requires SMEs to sacrifice many resources that may fail (Zahra 2005). In
other words, the risks of failure in entering new markets, especially international
markets, or conducting export directly are substantial. This explains why only a few
respondents in this study, whose firms seemed relatively financially capable, have
carried out this strategy.

SME literature has documented cash flow as one of SMEs’ weaknesses. Borrowing
money from various sources, with all the inherent risks, was the way for respondents to
overcome this problem. Lack of financial autonomy due to borrowing activity is
considered to be fraught with risk (Gilmore, Carson & O'Donnell 2004).

Some respondents’ risk-taking behaviour can be explained by cultural and business
environmental factors. Culture can encourage or discourage business-related risk-taking
(Burgelman & Sayles 1986 in Covin & Slevin 1991). Hofstede’s (1984) uncertaintyavoidance dimension captures a cultural attitude toward risks. According to Hofstede
(1984), people in high uncertainty-avoidance cultures focus on stability and security,
whereas those in low uncertainty-avoidance cultures tend to demonstrate higher
achievement motivation, more risk-taking and more tolerance of unstructured and
ambiguous situations. This implies that the spirit of entrepreneurship seems to flourish
better in lower uncertainty-avoidance cultures (Sivakumar & Nakata 2001). Previous
studies (e.g., Lee & Peterson 2000; Hayton, George & Zahra 2002; Kreiser et al. 2010)
suggested that entrepreneurs operating in a culture with low uncertainty avoidance are
more risk-taking than those in cultures with high uncertainty avoidance. Hofstede
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(1984) found a medium-low score (48) for Indonesia. Therefore, it can be expected that
the respondents in this study will demonstrate risk-taking behaviour.

Business environmental factors are manifested in terms of economic risk and political
risk. Kreiser et al. (2010) suggested that SME managers operating at higher levels of
economic and/or political risk tend to engage in more risky behaviour. In a study using
samples from six countries, Kreiser et al. (2010) considered Indonesia is a country with
both high economic and political risk. In this present study, the respondents also
criticised the lack of Government support in this industry. Criticisms include
uncertainty in the availability and quality of raw materials (timber) that leads to a high
timber price and illegal logging and lack of technical and financial assistances from the
Government as well as a trade association. The lack of Government support for doing
business in Indonesia was also reported by Mappigau and Jusni (2012), who studied
Indonesian SMEs in broiler farming in Maros district, Sulawesi. The unfavourable
business environment for SMEs in the furniture industry, coupled with Indonesian
culture’s relatively low uncertainty avoidance (Hofstede 1984), may encourage
Indonesian SMEs to develop a greater willingness to take risks in conducting business.

This is in line with a study by Swiersczek and Ha (2003), who compared performance
of Vietnamese and Thai SMEs. The Vietnamese uncertainty avoidance score (36) is
lower than that of Thailand (64). They found that Vietnamese SMEs were more risktaking than Thai SMEs. The rationale is that Vietnamese SMEs operated in a turbulent
and unconducive business environment resulting from war and long-standing
mismanagement of the economy. A strong risk-taking emphasis, therefore, is needed to
start up SMEs in these unfavourable conditions.

Consistent with the above findings, Kreiser et al. (2010) reported that in their study
using samples of SMEs from six countries (Australia, Sweden, Costa Rica, Indonesia,
Norway and the Netherlands), those SMEs operating in uncertainty-acceptance or lower
uncertainty-avoidance cultures are more likely to be risk-takers than SMEs in higher
uncertainty-avoidance cultures. Similarly, Hansen et al. (2011) found that American
respondents in their across nations study were significantly higher on risk-taking
dimension of EO compared to respondents in other countries such as Australia, Sweden
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and Finland. This result is not surprising, since the United States ranks the same as
Indonesia, in terms of uncertainty avoidance (score 48); this indicates Americans are
more tolerant of ambiguous future returns.

Entrepreneurship literature acknowledges two broad streams in studying entrepreneurial
risk: the trait approach and the cognitive approach (Das & Teng 1998; Gilmore, Carson
& O'Donnell 2004). The former is associated with psychological characteristics of
entrepreneurs. The latter seeks to understand how a person’s perceptions, cognitive and
decision-making styles, biases and intention affect behaviour (Das & Teng 1998). To
date, however, there has been no conclusive finding on whether entrepreneurs exhibit
higher risk-taking propensities than the general population (Gilmore, Carson &
O'Donnell 2004). On the other hand, using the cognitive-oriented approach, Palich and
Bagby (1995) found that entrepreneurs perceive business situations more optimistically,
seeing them as possessing fewer risks than do non-entrepreneurs. This interpretation
leads entrepreneurs to view some situations as ‘opportunities’ even though others
perceive the same situations to have little potential. Accordingly, entrepreneurs engage
in activities that others perceive as too risky. However, Caliendo, Fossen and Kritikos
(2009) suggested that the perception of risk connected with certain decisions may differ
widely from person to person. They posited that people with more experience, higher
abilities or greater knowledge tend to perceive the risk connected with certain decisions
as lower.
7.3.4

Proactiveness

Uncertain business environments require companies to constantly seek out new
opportunities. One of the primary characteristics of entrepreneurial firms is their
willingness to proactively identify and exploit environmental opportunities through a
more active information search to outperform their rivals (Covin & Slevin 1989;
Lumpkin & Dess 2001). Proactive behaviour allows firms to collect pertinent
information to acquire resources and opportunities available within an industry.

In addressing the first research question, findings from quantitative analysis confirm
that this study’s respondents implemented proactiveness. Qualitative analysis results
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showed that some respondents of Indonesian SMEs in this study exhibited proactive
behaviour in seeking information to identify business opportunities in the furniture
industry, while others were less proactive. Respondents used formal as well as informal
channels to acquire business-related information. However, the majority of the
respondents relied more on the informal channels, such as arisan and Facebook. The
reason is that Government information and support have not reached them, and as
mentioned before, these respondents were not members of the relevant trade association
(ASMINDO). This means that to deal with the lack of formal business information, these
SMEs create substitutes for formal institutions by developing extensive networks of
informal ties. Networking is considered as an effective way for entrepreneurial firms to
access otherwise unavailable resources and legitimacy (Dess, Pinkham & Yang 2011)
as well as markets (Mort & Weerawardena 2006). This finding is in line with Kiss,
Danis and Cavusgil (2012), who suggested that entrepreneurs in emerging economies
rely heavily on their own abilities to overcome institutional deficiencies and other
obstacles, such as limited availability of and access to information.

Previous studies have associated firms’ proactiveness posture with Hosfstede’s cultural
dimensions of uncertainty avoidance and individualism. For instance, Kreiser et al.
(2010) investigated the proactiveness of SMEs in countries from the Pacific Rim (i.e.,
Australia, Costa Rica and Indonesia) and Europe (i.e., Norway, Sweden and the
Netherlands). They found that firms operating in cultures that are uncomfortable with
uncertainty and that place emphasis on individual (rather than group) accomplishment
will be less likely to display proactive behaviour than firms in other cultures.

Kreiser et al.’s (2010) findings, therefore, may be used to explain the proactivenes
posture demonstrated by some SMEs in this study, since Indonesian culture has a
tendency toward uncertainty-acceptance and collectivism. These proactive respondents
have been actively seeking information regarding business opportunities as well as
resource availability in the furniture industry.

As some respondents in this study exhibited less-proactive behaviour, it indicates that
there are other factors than culture influencing this behaviour. Respondents’ individual
characteristics are suspected as one of the factors influencing their proactiveness
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proclivity. Interviews with SME owners/managers reveal that the education background
of those who demonstrated less-proactive behaviour is relatively lower than those who
were more proactive. The less-proactive owners/managers in this study tended to use
informal institutions (e.g, arisan) and traditional sources of information (e.g., word-ofmouth) to obtain business-related information. Kristiansen (2003) posited that proximity
and close neighbourhood relations facilitate the dissemination of information and new
business ideas for SMEs in rural Java, Indonesia. As discussed previously, respondents’
use of informal channels, such as arisan and Facebook to access business information,
indicates that Indonesia has a collective as well as feminine society (Hofstede 2011b).

It is worth noting that the respondents who were inclined to more proactive behaviour
are university graduates. In searching information for business opportunities from
various sources, these respondents also used modern information technology, such as
the internet, in addition to the traditional sources of information used by the majority of
the respondents. This study suggested, therefore, that the education background of the
respondents may influence their ability to search for information and identify business
opportunities in the industry.
7.3.5

Competitive Aggressiveness

This study’s quantitative analysis findings confirmed that competitive aggressiveness
was adopted by a sample of Indonesian SMEs in the furniture industry in Central Java.
However, qualitative analysis based on interviews with SME owners/managers reveals
interesting facts. The respondents admitted that they were competitive in their business.
Yet, they did not demonstrate an ‘undo and out-manoeuvre-the competitors’ or
combative posture towards rivals in attempt to surpass them, as suggested by Lumpkin
and Dess (2001) in describing EO’s competitive aggressiveness. They seemed not to be
reactive in responding to the actions initiated by competitors. For example, when other
firms cut the price of their products, the SMEs in this study did not directly react. The
reluctance of SMEs to directly confront their rivals’ actions was also reported by Krauss
et al.’s (2005) study using the respondents of South African small-business owners.
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The possible reason for this behaviour might be associated with the Indonesian’s culture
preference for collectivism and medium-low score for uncertainty-avoidance. Indonesia
is one of the lowest-ranking countries in the world for the individualism dimension,
with a score of 14, compared to the Asian average of 23, and world average of 43
(Hofstede 2011b). As a collectivist society, Indonesia fosters strong relationships, where
each member of the society takes responsibility for other members (Hofstede 1984;
Hofstede, Hofstede & Minkov 2010). For that reason, lack of combative posture in
dealing with competitors, as exhibited by Indonesian SMEs respondents in this study,
can be expected. In contrast, Hansen et al. (2011) reported in their study using crossnational samples that American respondents demonstrated behaviour reflecting their
highly individualist society; i.e., competitive, assertive and initiative-taking. In low
uncertainty-avoidance societies, there is a belief that “conflict and competition can be
controlled within the rules of ‘fair play’ and used constructively. Social deviants are not
perceived as threatening, hence there is a greater tolerance for creative or novel
behaviour” (Mueller & Thomas 2001, p61). It is not surprising, therefore, that the
sample of Indonesian SMEs in this study showed more tolerance of competitors’
actions.

This is in line with the Javanese principle of conflict avoidance and maintaining
harmony (Magnis-Suseno 1997) discussed earlier. Within this culture, tolerance and
solidarity are extremely important values upheld by the Javanese. This philosophy has
been practised by Indonesian SMEs in the furniture industry in Central Java in this
study: owners/managers were seen to be concerned with maintaining harmonious
relationships with neighbours and adhering to local customs. Social acceptance and
neighbourhood status are highly valued in the Javanese context (Kristiansen 2003).

For Javanese, individual works based on the philosophy of gotong royong, the idea that
people must help each other (Chariri 2006). In this study, this philosophy was
demonstrated by some respondents in the form of involving other furniture makers to
fulfil orders received from buyers. Likewise, some SMEs in this study have obtained
orders from buyers who knew about their firms from other furniture makers. This
philosophy might be associated with a low score (46) for the masculine cultural
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dimension for Indonesia (Hofstede 2011b). This means that Indonesia is categorised as
a feminine society, where the dominant values are caring for others and quality of life.

SME owners/managers in the furniture industry in Central Java who operate in the same
area or cluster know each other well and maintain personal relationships. The form of
competition among them is unique, as they avoid conflict within their society and social
environment, including with those who are considered as business rivals. Even when
they need to compete, they do not do it aggressively to undo their competitors. They
still pay respect to their competitors and regard them as friends. This is consistent with
Rauch et al. (2009), who suggested that particular EO dimension, such as competitive
aggressiveness that is manifested in an ‘undo the competition’ posture, may be
perceived positively and rewarded in some cultures, but perceived negatively and
punished in others.

Regardless of cultural issues, it is noteworthy that using case studies of four fastgrowing SMEs in Australia, Lin (2007) was not able to identify competitiveaggressiveness behaviour, even when these firms felt violated when their competitors
copied their ideas. As Australia is an individualist society, Lin’s (2007) findings suggest
that culture is not the only factor affecting the competitive aggressiveness of SMEs.
Ferrier et al. (2002) suggested that a firm’s finances drive its choices about how to
compete: either aggressively or more passively. Therefore, it is suggested that lack of
resources (e.g., financial, capability) may also have inhibited SMEs in this study from
demonstrating a combative posture toward rivals and competing aggressively to surpass
their rivals in the marketplace.

In conclusion, while the quantitative findings confirm that all the EO dimensions are
present in the SMEs of this study sample, findings from qualitative analysis reveal that
the expression of EO dimensions in this study differs from those reported in the
literature. Of the five EO dimensions, only risk-taking behaviour has been demonstrated
by SMEs respondents in a way similar to that indicated in the literature. Autonomy
granted by SME owners/managers to their employees is limited, and it is likely this
autonomy is not fully taken advantage of by employees. The majority of SMEs in this
study have exhibited incremental innovation (that which constitutes minor changes from
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existing products, markets and process in response to buyer or customer needs), rather
than radical innovation. Therefore, innovation in the furniture industry is known as
buyer-driven innovation. Some respondents demonstrated proactiveness in seeking
information about business opportunities, while others were more inclined to lessproactive behaviour. Finally, even though the respondents stated that they were
competitive in the industry, they did not show a combative posture toward their
competitors. This means that competitive aggressiveness behaviour was exercised
differently by the respondents in this study than by SMEs in other studies.

Some factors, internal and external, have been suggested as possibly influencing the
implementation of the EO dimensions by the SMEs this study. The dominant position of
owners/managers in the firms and Indonesian, as well as Javanese, culture are some of
the internal factors that are argued to affect the behaviour of owners/managers and
SMEs in this study. Resource constraints might also inhibit SMEs respondents in
implementing their entrepreneurial activities. In addition, the characteristics of the
Indonesian furniture industry, such as its buyer-driven nature and the lack of
Government support, might contribute to external factors shaping SMEs’ behaviour in
this industry.

It is worth noting that the size of the respondents’ companies surveyed, in terms of the
number of employees, differed somewhat from those interviewed. The majority of
survey respondents employed between five and ten workers, whereas the interview
respondents employed between seven and sixty-five workers. This might be the reason
that the extent of innovativeness, proactiveness and competitive aggressiveness of the
respondents in Phase One was quite different from that in Phase Two. As discussed in
Section 7.2, these three EO dimensions were considered moderate to high.

The discussion in the following section will address research question 3 to explore
whether the relationship between each EO dimension with firm performance is present
or absent. Results from both quantitative and qualitative data analyses will be used to
explain the arguments.
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7.4

Research Question 3
Which EO dimensions influence the performance of Indonesian
SMEs in the furniture industry in Central Java?

Owing to the key role of EO in enhancing firm performance, a large number of
theoretical as well as empirical studies into EO have been conducted across a wide array
of contexts (Rauch et al. 2009). In this study, the influence of EO dimensions in firm
performance of a sample of Indonesian SMEs in the furniture industry in Central Java
was investigated using SEM.

Moreover, the reliability and construct validity of the EO scale in this study has been
examined using CFA. The results show that each EO dimension demonstrated an
acceptable level of convergent and discriminant validity, indicating commonality
amongst scale items and uniqueness across dimensions. This supports proponents of the
multidimensional nature of EO (e.g., Hughes & Morgan 2007; Hansen et al. 2011; Lee,
Lim & Pathak 2011), who argued that each EO dimension offers a unique contribution
to the entrepreneurial process and may vary independently. This means that the effect of
each EO dimension on firm performance varies, possibly depending on different
industry contexts, business environments or stages in a firm’s development. To improve
firm performance, therefore, understanding which combinations of the five EO
dimensions that are most valuable to the firm is a necessity (Lumpkin & Dess 2001;
Kreiser, Marino & Weaver 2002).

Findings from SEM showed that proactiveness is the only EO dimension of the five that
had a positive and statistically significant relationship with firm performance (β = .233,
p < 0.05 and CR > 1.96). The other four EO dimensions – autonomy (β = -.020, p >
0.05 and CR < 1.96), risk-taking (β = .031, p > 0.05 and CR < 1.96), innovativeness (β
= .087, p > 0.05 and CR < 1.96) and competitive aggressiveness (β = .158, p > 0.05 and
CR < 1.96) – were not significantly related to firm performance. It may be concluded
that proactiveness is an important attribute that contributes to firm performance of a
sample of Indonesian SMEs in the furniture industry in Central Java in this study.
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These results are in line with empirical findings from previous studies (e.g., Hughes &
Morgan 2007; Lee, Lim & Pathak 2011) that some dimensions of EO are responsible
for improving firm performance, while other dimensions may have little or even no
influence at all. Lumpkin & Dess (1996) argued that each EO dimension may not
necessarily be equally valuable or desirable to improve firm performance at different
stages of firm development.

The finding of this study that proactiveness is the only EO dimension to influence firm
performance is consistent with several previous empirical studies (e.g., Lin 2007;
Frishammar & Andersson 2009; Pansuwong 2009; Andersén 2010) that also employed
SMEs as their samples. Lin (2007) investigated 100 Australia’s fastest growing private
and public SMEs, Frishammar & Andersson (2009) examined 188 Swedish SMEs,
Pansuwong (2009) studied 202 Thai SMEs and Andersén (2010) inspected 155 Swedish
SMEs. Similar results were also reported by Hughes & Morgan (2007), who found that
the proactiveness and innovativeness of small incubating firms in the United Kingdom
were significantly related to firm performance.

A possible interpretation of these findings is that proactive entrepreneurs steadily search
for business-related information, business opportunities and new network relationships
beneficial to their firms (Frishammar & Andersson 2009). Likewise, entrepreneurial
cultures should embrace the identification and pursuit of various opportunities (Cruz,
Hamilton & Jack 2012). As the qualitative analysis in Chapter 6 showed, some
respondents in this study demonstrated proactive behaviour through seeking businessopportunity information by attending and participating in trade fairs in Indonesia and
abroad. Others sought information from formal sources, such as local Government
offices and private institutions related to the furniture industry. Informal sources of
information, such as Facebook and arisan, were also used to develop networks they
could use to receive valuable information for their firms. By using relevant information
sources, proactive firms may identify and anticipate business opportunities in the
marketplace. This also allows them to act in advance of market changes and enhances
their likelihood of augmenting their resources so they can develop their capability and
improve firm performance.
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The insignificant and negative relationship between autonomy and firm performance in
this study is likely due to the characteristics of SME owners/managers and the influence
of Indonesian as well as Javanese culture as was discussed earlier. Owners/managers of
SMEs are widely acknowledged to have ultimate power and authority within their
firms; this may be the explanation for the limitations they place on the autonomy they
grant to the employees. This concentrated power, however, may create some problems,
since it restricts the types and quality of information received by owners/managers to
exploit potential opportunities in the marketplace (Zahra 2005). As a consequence, it
may hinder SMEs’ ability to undertake entrepreneurial activities, and thus lead to lower
performance.

On the other hand, the employees seemed not take the opportunity to involve
themselves in the decision-making process when they had it. This behaviour might be
influenced by the high power-distance value (score of 78) and low masculine value
(score of 46) for Indonesian culture (Hofstede 1984; Hofstede & Hofstede 2005;
Hofstede, Hofstede & Minkov 2010), as discussed in addressing research question 2
above. Also, Javanese culture’s very hierarchical system and the core Javanese values of
maintaining relationship harmony and avoiding conflict (Magnis-Suseno 1997) might
affect the Javanese employees, particularly in SMEs, to approach and communicate
openly to their owners/managers. Furthermore, being lower in the firm hierarchy may
inhibit employees from proposing their own ideas, since this could create conflict with
their managers, damage the harmony in their relations and ultimately damage firm
performance.

Even though there was a positive relationship between innovativeness and firm
performance in this study, this relationship was found to be insignificant. The lack of a
significant relationship between these two constructs in this study is consistent with
some previous studies. For example, Varis and Littunen (2010) found that
innovativeness did not influence the firm performance of Finish SMEs. Pansuwong
(2009) was unable to find a positive relationship between the innovativeness and export
performance of Thai exporting SMEs. Similar findings were also reported by
Frishammar and Andersson (2009) for Swedish SMEs, and Wang & Zhang (2009) for
Chinese firms. In contrast, a positive and significant relationship between
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innovativeness and firm performance were reported by Oke et al. (2007) and OteroNeira et al. (2009). The former investigated a sample of SMEs in the United Kingdom
and the latter SMEs in the furniture industry in Italy, Spain and Finland.

There are at least two possible reasons for the absence of significant relationships
between innovativeness and performance of Indonesian SMEs in this study. First, it
might be due to the innovativeness measurement used in this study. Second, it might be
associated with the nature of the furniture industry from which the study sample was
taken.

Pérez-Luño, Wiklund and Cabrera (2011, p557) criticised the EO scale in measuring
innovativeness. They argued that “to date, the innovativeness dimension of EO has
remained under-conceptualized”. Their rationale is because it does not differentiate
between incremental and radical innovation. George and Marino (2011) argued that the
innovativeness measure used in the EO scale referred only to radical innovation, as it is
associated with ‘new to the world’ rather than ‘new to the firm’. The term ‘the firm has
marketed new lines of products or services since the last three years’ (Covin & Slevin
1986; Lumpkin & Dess 1996) used in this study to measure firm innovativeness
apparently was not able to represent the type of innovation adopted by SME
respondents. Furthermore, other measures of innovativeness in the EO scale are
associated with product and process innovativeness only, and not with market
innovativeness.

This criticism is also supported by Hansen et al. (2011) who noted that this particular
measure of innovativeness was the most problematic in their study of cross-national
invariance of the EO scale, since their samples in seven countries (the United States,
Australia, Sweden, Mexico, Indonesia, the Netherlands and Greece), might interpret
innovation differently. This means that the conflicting findings for the relationship
between innovation and firm performance may be associated with operational and
measurement issues for innovativeness.

Subcontracting characteristics that lead to buyer-driven innovation in the Indonesian
furniture industry may also contribute to the lack of a significant relationship between
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innovativeness and firm performance constructs, since SMEs have limited authority to
choose or suggest new product designs. This characteristic may have inhibited the
SMEs in this study from seeking a competitive advantage that could enhance their firm
performance. On the other hand, this finding may also indicate that in some particular
industries, such as the furniture industry, limited innovation is not necessarily related to
low firm performance. In other words, a highly successful firm may have relatively little
innovation due to the characteristics of the industry.

This study is also unable to demonstrate a significant relationship between competitive
aggressiveness and firm performance. The same results were also reported by Krauss et
al. (2005) using a sample of small businesses in South Africa and Zimbabwe, and
Hughes and Morgan (2007) using a sample of emerging young firms in the United
Kingdom. Krauss et al. (2005) suggested that their findings might be due to cultural
differences of their sample compared to the western samples reported in the literature.
For SMEs in this study, Javanese cultural values were one of the factors suspected to
contribute to the insignificant relationship between these two constructs. The Javanese
owners/managers of SMEs in this study avoided frontal confrontation with their rivals
so they could maintain harmonious relationships. In addition to cultural issues, limited
resources have impeded these SMEs in competing aggressively with their competitors.
This is in line with Hughes and Morgan, (2007) who suggested that an aggressiveness
posture is costly for firms, particularly in term of competitor responses.

In terms of the risk-taking dimension, even though this construct was found to have a
positive correlation with firm performance, a significant relationship between these two
constructs was not present in this study. This finding may be associated with internal
(i.e., individual) as well as external (i.e., business environment) characteristics of SMEs.
The abilities of the decision-maker play a major role in determining the outcome of risktaking behaviour. This means that the higher the skills and/or the experience of the
entrepreneurs, the lower the probability of unprofitable outcomes (Caliendo, Fossen &
Kritikos 2009). The majority of the respondents in this study had worked in furniture
firms or related businesses before they established their own firms. This means that the
respondents had been familiar with the furniture business, which may have led them to
be risk-takers in conducting their business. However, unfavourable external factors such
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as the lack of support from the Indonesian Government, both local and central, and
related institutions in facilitating access to resources, assets, funding schemes and
infrastructures, as perceived by the respondents, are unlikely to promote the growth of
these SMEs.

The absence of a significant relationship between risk-taking and firm performance in
this study contradicts what has been reported by some earlier research (Rauch et al.
2009) that the risk-taking dimension is positively related to performance, even if it is
significantly smaller than other EO dimensions. On the other hand, Naldi et al. (2007)
found that in family firms, risk-taking is negatively related to firm performance.
Findings of previous studies imply that the relationship between risk-taking and firm
performance has not been very clear (Swiersczek & Ha 2003). This supports Wiseman
and Catanach’s (1997) finding that risk-taking had a positive effect on performance in
certain contexts, while the effect was negative in other contexts (Wiseman & Catanach
1997).

Therefore, Dess and Lumpkin (2005) postulated that risk-taking, by its nature, involves
potential dangers and pitfalls. Only carefully managed risk is likely to lead to
competitive advantage and high performance. In contrast, actions that have been taken
without sufficient consideration and planning may prove to be very costly.

Conceptual and empirical studies of the relationship between EO and firm performance
have been widely reported in previous research. Rauch et al. (2009), who conducted a
meta-analysis of past research, suggested that this relationship is robust to different
operationalisations of key constructs as well as cultural contexts. In other words, crosscultural consistency of the EO scale as a research instrument has been confirmed. In
contrast, other researchers (e.g., Lyon, Lumpkin & Dess 2000; Hansen et al. 2011)
claimed that even though the EO scale has been used extensively across multiple
studies, its conceptualisation and measurement have generated extensive debate. Lyon,
Lumpkin and Dess (2000, p1055) argued that “despite considerable research, the
strength of direct relationships between entrepreneurship and performance is generally
less robust than the normative belief would indicate. This may be due to problems with
operationalisation and measurement”. When operationalising the EO construct using
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managerial perception, such as in surveys or interviews, it may suffer from
measurement error that leads to problems in scale validity (Lyon, Lumpkin & Dess
2000; Dess, Pinkham & Yang 2011). Moreover, according to Mintzberg (1978, as cited
in Dess, Pinkham & Yang 2011, p1079), some managers may respond to the
questionnaire items with their firm’s intended strategies, while others may use its
emergent strategies as their frame of reference. As a consequence, findings are difficult
to generalise across studies, since different perceptions exist among respondents.

The issues exist particularly in the international context, since cultural and institutional
differences may influence the formation of entrepreneurial behaviours (Mueller &
Thomas 2000). This may be the reason why some studies report inconclusive findings
regarding the effect of EO dimensions as a multidimensional construct on firm
performance. In reviewing four Australian industry studies, Coulthard (2007) identified
variations in the importance of each EO dimension. All studies showed a positive
correlation between performance and the dimensions of innovation and proactiveness.
However, the dimensions competitive aggressiveness, risk-taking and autonomy varied
in importance and over time.

The findings in this study showed Indonesian, particularly Javanese, cultural values play
a crucial role in affecting the relationship between EO and firm performance in the
furniture Industry in Central Java. This suggests that in examining this relationship, the
researchers might take into account culture as a mediating variable in the EO-firm
performance relationship model.

Due to the mixed results of the contribution of each EO dimension on firm performance,
Hughes and Morgan (2007) suggested that performance improvements might be the
product of only one or two of its five EO dimensions, and that its remaining
components are of no value, or even work against initiatives to improve performance.
Moreover, Frishammar and Andersson (2009) emphasised the need to develop a more
appropriate EO construct tailored to the specific context being studied since it plays a
major role in the nature of the relationship between EO and firm performance. In regard
to cross-cultural consistency, Cavusgil and Das (1997) suggested that instrument
equivalency and measurement equivalency have to be taken into account when applying
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the same measurements (e.g., EO scale) across countries. This involves participant bias
toward scaling (Jones 2007). For instance, some cultures tend not to provide extreme
values on a scaled question, while other cultures will tend to (Nasif et al. 1991).
Dolnicar and Grün (2007), who investigated differences in cross-cultural response styles
using a sample of Australian and Asian respondents, found that the latter were likely to
exhibit a mild response style leading to less extreme points ticked in the questionnaires.

In addition to the issue of the EO measures, the measurement of firm performance
might also contribute to the insignificance of the relationships between some EO
dimensions (i.e., autonomy, innovativeness, risk-taking and competitive aggressiveness)
and firm performance for the sample of SMEs in this study. In the entrepreneurship
literature, firm performance is commonly measured in purely economic terms, such as
profit, sales, ROI or ROA. Cyert and March (1963, cited in Chrisman et al. 2012, p268)
suggested that all firms have non-economic goals. Goals in general drive firm
behaviours and performance (Astrachan & Jaskiewicz 2008). According to Chrisman et
al. (2012), non-economic goals are likely to reflect the values, attitudes and intentions
of a firm’s dominant decision-maker. Interviews with the SME owners/managers as the
respondents in this study revealed that family and individual goals, rather than growth,
are the most important indicator for firm performance. This finding is consistent with
those of previous studies (Hankinson, Bartlett & Ducheneaut 1997; Gilmore, Carson &
O'Donnell 2004) that SME owners/managers do not view organisational growth as one
of their principal objectives. This means that the firm-performance measurement
applied in this study might not be able to represent SME owners/managers’ perceptions
of firm performance.

Finally, the unfavourable external business environment due to the 2008-2009 global
financial crisis might also contribute to the absence of significant relationships between
most of the EO dimensions and firm performance. Data collection for this study was
conducted at the beginning of 2010, at a time when some of the respondents were still
adversely affected by the crisis.

In conclusion, the ambiguous results of the relationship between EO dimensions and
firm performance may be partly attributed to different interpretations of EO dimensions
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(Hansen et al. 2011) and some contextual bias, such as industry, type of firm, country
and culture (Coulthard 2007). In addition, the insignificant relationships found in this
study between four out of five EO dimensions and SMEs’ performance might be due to
the inability of the firm-performance measures used in this study to represent SMEs’
performance. However, even though not all five EO dimensions in this study were
found to be significantly related to firm performance, it should not be concluded that the
respondents in this study cannot be considered as entrepreneurial firms. Lumpkin and
Dess (1996), as supported by Chow (2006), argued that any firms that engage in an
effective combination of autonomy, innovativeness, risk-taking, proactiveness and
competitive aggressiveness can be considered entrepreneurial. This means that it is not
necessary for all five dimensions to coexist. Dess and Lumpkin (2005) argued that some
firms that are strong in only a few aspects of EO can also be very successful.
7.5

Summary

The findings in this study confirm that a sample of Indonesian SMEs in the furniture
industry in Central Java in this study demonstrated the EO dimensions found in the
literature. This is showed by their willingness to provide some autonomy, engage in
innovation and risk-taking behaviour, be proactive and compete aggressively in the
marketplace. However, interviews with the SME managers/owners revealed that the
behaviour of these firms in expressing EO dimensions differs from that reported for
firms in other studies. This study shows that the integration of quantitative and
qualitative approaches in investigating EO in a sample of Indonesian SMEs in the
furniture industry in Central Java provides more insights than research that employed a
single approach only, as have many of the studies in the literature.

Several factors are believed to contribute to the implementation of EO dimensions
within the SMEs in this study. External (e.g., national culture, industry environment) as
well as internal (e.g., characteristics of SMEs as well as of owners/managers) factors
may greatly influence the entrepreneurship activities and behaviour of the sample. The
cultures of Indonesia (as discussed using Hofstede’s dimensions) and Java (as all
respondents are from a Javanese ethnic background) shape the entrepreneurial
behaviour of the individual respondents and firms.
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A high power-distance score for Indonesia might result in the limited autonomy offered
by some owners/managers in this study. At the same time, a low masculinity score
might lead to employees’ unwillingness to use the autonomy provided. These are in line
with Javanese culture, which is very hierarchical and has core values of maintaining
social harmony and avoiding conflict. Indonesia’s medium-low score for uncertainty
avoidance and the characteristics of the furniture industry (e.g., less dynamic, buyerdriven in terms of innovations and lacking collective support from public and private
institutions) might inhibit radical innovation. However, it is believed that this
unconducive business environment coupled with medium-low uncertainty avoidance
may also encourage the SMEs in this study to become risk-takers. The medium-low
score of uncertainty avoidance and a culture of collectivism in Indonesia are also
believed to influence respondents’ proactive behaviour as well as competitive posture.
The limited resources of the SMEs are other factors that constrain the SMEs in the study
from being, to some extent, proactive and aggressive in competition.

The results of this study demonstrate that proactiveness is the only EO dimension
responsible for improving the performance of Indonesian SMEs in the furniture industry
in Central Java. Other four EO dimensions indicated no significant influence on
business performance. The results suggest that issues of EO scale as well as firmperformance measurements influence the inconclusive findings of EO-firm performance
relationship research, including the findings in this study. The results in this study
suggest that when EO is deconstructed into its five independent dimensions, it becomes
apparent that each dimension is not equally valuable to performance for the sample of
SMEs in this study. Limited resources and the cultural as well as business environments
in which SMEs operate may explain why these SMEs are unable to make effective use
of EO.

The next chapter will draw conclusions from the overall findings in this study; presents
the study’s unique contributions and implications; and discuss its limitations and
recommendations for future research.
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CHAPTER 8
CONCLUSIONS

The previous chapter integrated the findings of this study’s quantitative and qualitative
data analyses, and discussed the possible factors that may contribute to these findings.

This chapter draws conclusions from the overall findings of both quantitative and
qualitative analyses in addressing the study’s three research questions. The chapter is
organised as follows: Section 8.1 presents conclusions on the research problem; Section
8.2 outlines the contributions of the study; Section 8.3 offers recommendations for
SMEs and policy-makers; Section 8.4 presents limitations of the study; and Section 8.5
provides recommendations for future research.
8.1

Conclusions Regarding the Research Questions

The objective of this study was to investigate the role of EO in performance of
Indonesian SMEs in the furniture industry in Central Java. Specifically, this study
sought to answer the following three research questions: (1) Which EO dimensions, as
identified in the literature, have been demonstrated by Indonesian SMEs in the furniture
industry in Central Java?; (2) How are EO dimensions expressed by Indonesian SMEs
in the furniture industry in Central Java?; and (3) Which EO dimensions influence the
performance of Indonesian SMEs in the furniture industry in Central Java?. A mixedmethods research design was applied in this study by combining quantitative and
qualitative approaches, which were conducted in Phase One and Phase Two
respectively, to achieve the best results in addressing the research questions.
In addressing the first research question, this study has confirmed that a sample of
Indonesian SMEs in the furniture industry in Central Java have demonstrated five EO
dimensions that were identified in the literature. This means that the process and
practices of the entrepreneurial activities within the sample of SMEs in this study
involved elements of autonomy, innovativeness, risk-taking, proactiveness and
competitive aggressiveness. This study supports the concept of the multidimensional
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nature of EO: in other words, each dimension of EO can vary independently as they did
in this study.

In answering the second research question, this study revealed that the expression of EO
dimensions within the sample of Indonesian SMEs in this study differed from those
reported in the literature. Of the five EO dimensions, only risk-taking behaviour was
demonstrated by SMEs in this study in a way similar to that indicated in the literature.
Some factors have been suggested as possibly influencing the EO adoption within firms
in this study: the nature of SMEs; the culture of Indonesia, particularly Java; the
characteristics of the furniture industry; and the nature of the external business
environment. This is reflected, for example, not only in the limited degree to which
owners/managers grant autonomy to employees, but in those employees’ reluctance to
take up, even what autonomy they are given. The former is due to the dominant position
of the SME owners/managers, while the latter is due to particular aspects of Indonesian
as well as Javanese culture. High power distance and low masculine values for
Indonesia might influence the entrepreneurial behaviour of the respondents. Likewise,
the Javanese culture is very hierarchical, with core values of maintaining social
harmony and avoiding conflict.

In terms of innovation, incremental rather than radical innovation was demonstrated by
the respondents in this study. This behaviour is due to factors such as lack of resources
and the subcontracting characteristic of the furniture industry. However, this study
confirms the risk-taking behaviour of the sample of SMEs in conducting their business.
A medium low uncertainty-avoidance culture dimension, coupled with an unfavourable
industry environment, are suggested to influence these SMEs toward being risk-takers.

This study indicates that some SMEs in the study sample were less proactive than
others. In addition to the tendency for uncertainty-acceptance and the society’s overall
collectivist values, owners/managers’ individual characteristics, such as educational
background, are suggested to influence their proactive behaviour.

Finally, even though this study confirms that the respondents had demonstrated
competitive aggressiveness, this behaviour was exercised differently. The results
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suggested that Indonesian and Javanese culture (e.g., conflict avoidance and
maintaining harmony), and limited resources among SMEs in the furniture industry in
Central Java inhibit the SMEs from expressing a combative posture toward rivals in the
marketplace. More broadly, the results of this study indicate that cultural values define
the degree to which a society considers entrepreneurial behaviours to be desirable.

In addressing the third research question, this study found that proactiveness is the only
EO dimension to have a positive and significant relationship with firm performance.
This means that in the context of Indonesian SMEs in the furniture industry in Central
Java, being proactive contributes to enhancing firm performance. Interestingly, the same
results were reported by several studies using SMEs as samples in other countries, such
as Australia (Lin 2007), Sweden (Frishammar & Andersson 2009; Andersén 2010) and
Thailand (Pansuwong 2009). This supports the argument that the essence of
entrepreneurship is associated with the ability to detect an opportunity in the
marketplace, and the willingness to pursue and exploit it. The lack of significant
influence on business performance that was demonstrated by the other EO dimensions
(autonomy, innovativeness, risk-taking and competitive aggressiveness) suggests that
each dimension is not equally valuable to the firm performance of Indonesian SMEs in
the furniture industry in Central Java. Limited resources and the cultural as well as
business environment in which these SMEs operate may explain why the SMEs in this
study were unable to make effective use of all dimensions of EO.

The findings in this study support those off Lumpkin and Dess (1996) that the
relationship between EO and firm performance may be context-specific: firm behaviour
may lead to favourable outcomes in one context and unfavourable outcomes in another.
In this study, this relationship is likely to be better understood by taking into account the
organisational (internal factors) and environmental (external factors) contexts, as
suggested by Lumpkin and Dess (1996). The organisational context includes the nature
of ownership and governance of the firm, and characteristics of the owner/manager
(e.g., work experience, educational background) and firm size. The environmental
context includes the nature of the industry and national culture within which firms
operate. Therefore, this study proposes that context should play a more significant role
in both the theoretical development and research design of EO studies.
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This study shows that the integration of quantitative and qualitative approaches in
investigating EO in the study sample provides more insights into the findings than
research using only single approach, as has been reported in the literature. The use of
qualitative interviews in addition to a quantitative approach has enabled the researcher
to understand why some of the findings are different from those that have been reported
in the literature.

The findings of this study suggest that some management theories, particularly
entrepreneurship theory, that have been developed in the western world or developed
countries may need to be adapted when applied in other cultures or emerging
economies, such as Indonesia’s.
8.2

Contributions of the Study

The main contribution of this study is the provision of some interesting insights on how
contexts – types of firm (i.e., SMEs), type of industry (i.e., the furniture industry) and
culture (i.e., Indonesian and Javanese) – influence the extent of EO and firmperformance relationship outcomes. Particularly in terms of cultural context, this study
addresses a concern of some entrepreneurship scholars (e.g., Hayton, George & Zahra
2002; Kreiser et al. 2010), who posited that the effect of culture on entrepreneurial
behaviour has been unexplored.

This study expands the previous knowledge and existing literature of EO and its
relationship with firm performance. This study is significant, as it was conducted in
Indonesia, a country with a substantially different set of social institutions to those in
the United States and other developed countries, where the EO scale was formulated
and widely empirically investigated. This study reveals that the expression of EO
dimensions within Indonesian SMEs in the furniture industry in Central Java differs
from that in western or other developed countries.

The use of quantitative and qualitative methods in combination in this study may lead
the way for other studies in EO, which has up to now been dominated by a quantitative
197

approach. The integration of quantitative and qualitative methods in this study allowed
the researcher to address the research questions in a rich, deep and comprehensive way.

The use of SMEs as a sample in this study provides evidence that the EO construct is
valid and relevant in the organisational context of SMEs as well as larger firms; in other
words, the EO concept is not only for larger firms, as widely reported in the literature.

To the researcher’s knowledge, this is the first empirical study of Indonesian SMEs in
the furniture industry in Central Java that investigates the relations of five EO
dimensions (autonomy, innovativeness, risk-taking, proactiveness and competitive
aggressiveness) with firm performance independently.
8.3

Recommendations

This study offers several recommendations, described below.
8.3.1
1.

Recommendations for SMEs
The findings in this study suggest that not all five EO dimensions are beneficial
for firms in creating advantage and improving performance. Indonesian SME
owners/managers in the furniture industry in Central Java, therefore, should revisit
their EO capabilities and evaluate whether these are delivering value to their
firms, considering the business environment in which they are operating.

2.

As highlighted in this study’s findings that proactiveness has a positive influence
on firm performance, Indonesian SMEs in the furniture industry in Central Java
need to ensure that their firms are highly proactive. They need to continually
identify new business opportunities and adapt their strategies to the environment
based on their specific resources. The ability to use information technology, such
as the internet, is necessary to acquire recent information and to collaborate with
other actors in the industry.
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3.

Due to their resource limitations, Indonesian SMEs in the furniture industry in
Central Java need to collaborate with other firms and institutions to generate ideas
and gain access to complementary resources. Being integrated in clusters is one of
the solutions for Indonesian SMEs in the furniture industry to build a cooperative
environment and create networks with other firms, which will allow them to
increase their capability, the probability for success of particular innovations and,
ultimately, firm performance.

8.3.2
1.

Recommendations for Policy Makers
The Indonesian Government, along with other parties interested in SMEs’
development (such as non-government organisations, business development
services and universities), have developed many programs to support SMEs.
However, the findings in this study suggest that the Indonesian SMEs in the
furniture industry in Central Java, at least as a sample in this study, have not
benefited from these programs. Respondents have criticised the lack of support
from the Government as well as other organisations. As government support is a
necessary condition to foster SME development, the Government and other
interested parties need to formulate strategies to disseminate their programs to
SMEs. They also need to help SMEs make use of their programs. In addition,
feedback from SMEs is required to formulate programs that suit SMEs’ needs.

2.

Effective adoption and implementation of proactiveness is likely to require an
investment in human capital that in turn may lead to performance improvement.
Therefore, the involvement of educational institutions (universities and colleges),
as well as other supporting institutions, is required to provide training and
education for SMEs, as suggested by Gray (2006), who wrote that effective firm
management is related to the level and relevance of formal training. Collaboration
between universities and professional bodies, such as KADIN (Indonesian
Business Chamber) and ASMINDO (Indonesian Furniture Producers Association),
could provide the framework for more opportunities for Indonesian SME
owners/managers to overcome the deficiencies outlined in this study.
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3.

Counterfeit that has commonly been practiced in the furniture industry indicates
that copyright (intellectual-property rights) has not been assured by the legal
system in Indonesia. This may discourage Indonesian SMEs in the furniture
industry in Central Java from being innovative, particularly in adopting radical
innovation. To encourage them to engage in entrepreneurial activities, they must
be assured that the Indonesian legal system affirms the legitimacy of actions that
flow from such an orientation. Training in or information on applying for
copyright should be conducted intensively and extensively to increase SMEs’
awareness. A simple and affordable application procedure for intellectual-property
rights is one of the enabling factors for Indonesian SMEs in the furniture industry
in Central Java to be more innovative.

8.4

Limitations of the Study

Although this study advances understanding of the relationship between EO and firm
performance and its implementation in Indonesian SMEs in the furniture industry in
Central Java, it still has a number of limitations.
8.4.1

Limitations of the Sample

The study was restricted to a single industry (the furniture industry), in a single province
(Central Java), in a single country (Indonesia), and to the context of SMEs.
Furthermore, all the respondents of this study were indigenous Indonesian (pribumi)
from a Javanese ethnic background. The sample under investigation, therefore, may not
accurately represent different populations.
8.4.2

Limitations of the Survey Instruments

Even though the EO scale used in the questionnaire was adapted from previous research
and translated into Indonesian, some questions relating to EO dimensions as well as
firm performance seemed not to relate to the respondents’ activities. Likewise, the use
of perceptual rather than objective data for the firm-performance variable may not have
depicted the respondents’ actual state.
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8.4.3

Limitation of the Data Collection Time Frame

Since this study adopted a cross-sectional design in which data was collected at a single
point in time, the findings are not able to capture the dynamics of the adoption process
for EO dimensions, and particularly their long-term effects on the performance of
Indonesian SMEs in the furniture industry in Central Java over time.
8.5

Recommendations for Future Research

The findings in this study suggest several ways for future research into the relationship
between EO and firm performance.
1. A larger sample size for both survey and interviews, taken from across industries
and covering all provinces in Indonesia, could be beneficial. It could not only
provide more information about the phenomena being studied but also identify
whether particular EO dimensions are influenced by the nature of the industry as
well as culture, as suggested by the findings in this study.

2. The elimination of one measure of innovativeness in this study (i.e., a reverse
question of “In the last three years, this firm has no marketed new lines of
products or services”) during quantitative analysis process might indicate that
the measure was not suitable for the sample in this study. This measure, adapted
from Covin and Slevin (1986; 1989), is likely to refer to radical innovation
(‘new to the world’) rather than incremental innovation (‘new to the firm’).
Likewise, one autonomy measure used in this study (i.e., a reverse question of
‘In this firm individuals and/or team pursuing business opportunities have to
obtain approval from their manager before making decisions’) which was
adapted from Lumpkin, Cogliser and Schneider (2009), is unlikely to be
implemented in SMEs due to the dominant position of owners/managers. Based
on these empirical findings, the innovativeness and autonomy dimensions of EO
need to be revisited, particularly when these measures are applied in the SME
context.
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3. The inconsistent findings for the relationship between EO and firm performance
using samples of SMEs in the literature may also indicate that firm-performance
measurement used in these empirical studies may not represent SME
owners/managers’ perception of firm performance. Interviews with the
respondents in this study reveal that family and individual goals, rather than
growth, are the most important indicator for the firm performance. This finding
is consistent with previous studies (e.g., Hankinson, Bartlett & Ducheneaut
1997; Gilmore, Carson & O'Donnell 2004; Chrisman et al. 2012) that SME
owners/managers do not view organisational growth as one of their principal
objectives. Since accurate and appropriate measurement of performance is
critical in entrepreneurship research, it is important to consider moving beyond
framing SME performance as an absolute measure of successful strategic
outcomes: profit as opposed to loss; growth as opposed to decline.

4. Some empirical research into the relationship between entrepreneurial behaviour
(as measured by EO) and firm performance indicates that contingent, rather than
direct relationships may provide a more accurate explanation of performance
outcome. This is supported by the findings in this study that culture appears to
be a mediator in the EO-firm performance relationship model. This suggests that
other variables, such as external (e.g., industry environment, cultural values) as
well as internal environments (e.g., characteristics of firms) within which the
firms operate should be taken into account in investigating the relationship
between EO and firm performance, to provide a wider context for their
entrepreneurial processes.

5. A study using longitudinal design might help to explain the findings further, as it
would enable the examination of the existence and persistence of relationships
between variables of interest over time. Particularly in EO research, longitudinal
design allows the researcher to investigate whether the effect of different EO
dimensions on firm performance change over time as the firm moves into
different stages of development, as suggested by Zahra (1991), Wiklund and
Shepherd (2005), and Covin and Lumpkin (2011). However, Lyon, Lumpkin
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and Dess (2000) warned of the risks inherent in a study that is conducted over a
relatively long duration, such as attrition of respondents due to loss of interest.

203

REFERENCES
Abdel-Maksoud, A., D. Dugdale & R. Luther (2005). "Non-Financial Performance
Measurement in Manufacturing Companies." The British Accounting Review
37(3): 261-297.
Aloulou, W. & A. Fayolle (2005). "A Conceptual Approach of Entrepreneurial
Orientation within Small Business Context." Journal of Enterprising Culture
13(1): 21-45.
Andadari, R. K. (2008). Local Cluster in Global Value Chains: A Case Study of Wood
Furniture in Central Java (Indonesia). Department of Spatial Economics, Vrije
Universiteit Amsterdam (VU). PhD Thesis.
Andersén, J. (2010). "A Critical Examination of the EO-Performance Relationship."
International Journal of Entrepreneurial Behaviour & Research 16(4): 309 - 328.
Anderson, J. C. & D. W. Gerbing (1988). "Structural Equation Modeling in Practice: A
Review and Recommended Two-Step Approach." Psychological Bulletin
103(3): 411-423.
APEC (2003). Profile of SMEs and SME Issues in APEC 1990-2000. Singapore, APEC
Secretary.
ASMINDO (2011). Overview 2010 and 2011 Strategy: Indonesian Furniture and Craft
Industry.
Astrachan, J. H. & P. Jaskiewicz (2008). "Emotional Returns and Emotional Costs in
Privately Held Family Buisness: Advancing Traditional Business Valuation."
Family Business Review 21(2): 139-149.
Avlonitis, G. J. & H. E. Salavou (2007). "Entrepreneurial Orientation of SMEs, Product
Innovativeness, and Performance." Journal of Business Research 60(5): 566575.
Awang, A., Z. A. Ahmad, A. R. S. Asghar, et al. (2010). "Entrepreneurial Orientation
among Bumiputera Small and Medium Agro-Based Enterprises (BSMAEs) in
West Malaysia: Policy Implication in Malaysia." International Journal of
Business and Management 5(5): 130-143.
Ayyagari, M., T. Beck & A. D. Kunt (2007). "Small and Medium Enterprises Across
the Globe." Small Business Economics 29(4): 415-434.
Barron, A., P. Hultén & S. Hudson (2012). "The Financial Crisis and the Gathering of
Political Intelligence: A Cross-country Comparison of SMEs in France, Sweden
and the U.K." International Small Business Journal 30(4): 345-366.
Becheikh, N., R. Landry & N. Amara (2006). "Lessons from Innovation Empirical
Studies in the Manufacturing Sector: A Systematic Review of the Literature
from 1993–2003." Technovation 26(5-6): 644-664.
Becherer, R. C. & J. G. Maurer (1997). "The Moderating Effect of Environmental
Variables on the Entrepreneurial and Marketing Orientation of Entrepreneur-led
Firms." Entrepreneurship: Theory and Practice 22(1): 47-58.
Berry, A., E. Rodriguez & H. Sandee (2001). "Small and Medium Enterprise Dynamics
in Indonesia." Bulletin of Indonesian Economic Studies 37(3): 363-384.
Bougrain, F. & B. Haudeville (2002). "Innovation, Collaboration and SMEs Internal
Research Capacities." Research Policy 31(5): 735-747.

204

Brislin, R. W. (1997). Translation and Content Analysis of Oral and Written Materials.
Handbook of Cross-Cultural Psychology. H. C. Triandis and J. W. Berry.
Boston, Allyn & Bacon. 2: 389-444.
Brockhaus, R. H., Sr. (1980). "Risk Taking Propensity of Entrepreneurs." The Academy
of Management Journal 23(3): 509-520.
Brown, T., E. , P. Davidsson & J. Wiklund (2001). "An Operationalization of
Stevenson's Conceptualization of Entrepreneurship as Opportunity-Based Firm
Behavior." Strategic Management Journal 22(10): 953-968.
Bryman, A. & E. Bell (2011). Business Research Methods. Oxford, NY, Oxford
University Press.
Burnard, P. (1991). "A Method of Analysing Interview Transcripts in Qualitative
Research." Nurse Education Today 11: 461-466.
Byrne, B. M. (2010). Structural Equation Modeling with AMOS. New York, Routledge.
Caliendo, M., F. M. Fossen & A. S. Kritikos (2009). "Risk Attitudes of Nascent
Entrepreneurs-New Evidence From An Experimentally Validated Survey."
Small Business Economics 32(2): 153-167.
Carree, M., A. van Stel, R. Thurik, et al. (2002). "Economic Development and Business
Ownership: An Analysis Using Data of 23 OECD Countries in the Period 19761996." Small Business Economics 19(3): 271-290.
Cavana, R. Y., B. L. Delahaye & U. Sekaran (2001). Applied Business Research:
Qualitative and Quantitative Methods, John Wiley & Sons Australia, Ltd.
Cavusgil, S. T. & A. Das (1997). "Methodology Issues in Cross Cultural Sourcing
Research - a Primer." Marketing Intelligence and Planning 15(5): 213.
Central Java Industrial and Trade Office (2008). Profil UKM Mebel di Jawa Tengah.
Semarang, Disperindag.
Central Java Industrial and Trade Office (2010). Profil UKM Mebel di Jawa Tengah.
Semarang, Disperindag.
Central Java Industrial and Trade Office (2011). Profil UKM Mebel di Jawa Tengah.
Semarang, Disperindag.
Chandler, G. N. & S. H. Hanks (1993). "Measuring the Performance of Emerging
Businesses: A Validation Study." Journal of Business Venturing 8(5): 391-408.
Chandler, G. N. & D. W. Lyon (2001). "Issues of Research Design and Construct
Measurement in Entrepreneurship Research: The Past Decade."
Entrepreneurship Theory and Practice Summer: 101-113.
Chariri, A. (2006). The Dynamics of Financial Reporting Practice in an Indonesian
Insurance Company: a Reflection of Javanese Views on an Ethical Social
Relationship. School of Accounting and Finance. Wollongong, University of
Wollongong, Australia. PhD.
Chen, Y.-C., P.-C. Li & K. R. Evans (2012). "Effects of Interaction and Entrepreneurial
Orientation on Organistional Performance: Insight into Market Driven and
Market Driving." Industrial Marketing Management 41(6): 1019-1034.
Chin, W. W., R. A. Peterson & S. P. Brown (2008). "Structural Equation Modeling in
Marketing: Some Practical Reminders." Journal of Marketing Theory and
Practice 16(4): 287-298.
Chow, I. H.-s. (2006). "The Relationship between Entrepreneurial Orientation and Firm
Performance in China." SAM Advanced Management Journal 71(3): 11-20.
Chrisman, J. J., J. H. Chua, A. W. Pearson, et al. (2012). "Family Involvement, Family
Influence, and Family-Centered Non-Economic Goals in Small Firms."
Entrepreneurship Theory and Practice 36(2): 267-293.
205

Churchill, J., Gilbert A., T. J. Brown & T. A. Sutter (2010). Basic Marketing Research,
South-Western Cengage Learning.
Coakes, S. J., L. Steed & C. Ong (2010). SPSS Version 17.0 for Windows: Analysis
without Anguish. Milton, John Wiley & Sons Australia, Ltd.
Cole, F. L. (1988). "Content Analysis: Process and Application." Clinical Nurse
Specialist 2(1): 53-57.
Costello, A. B. & J. W. Osborne (2005). "Best Practices in Exploratory Factor Analysis:
Four Recommendations for Getting the Most From Your Analysis." Practical
Assessment, Research and Evaluation 10(7): 1-9.
Coulthard, M. (2007). "The Role Of Entrepreneurial Orientation on Firm Performance
and the Potential Influence of Relational Dynamism." Journal of Global
Business and Technology 3(1): 29-39.
Covin, J. G., K. M. Green & D. P. Slevin (2006). "Strategic Process Effects on the
Entrepreneurial Orientation-Sales Growth Rate Relationship." Entrepreneurship
Theory and Practice 30(1): 57-81.
Covin, J. G. & G. T. Lumpkin (2011). "Entrepreneurial Orientation Theory and
Research: Reflections on a Needed Construct." Entrepreneurship: Theory &
Practice 35(5): 855-872.
Covin, J. G. & M. P. Miles (1999). "Corporate Entrepreneurship and the Pursuit of
Competitive Advantage." Entrepreneurship Theory and Practice Spring: 47-63.
Covin, J. G. & D. P. Slevin (1986). "The Development and Testing of an
Organizational-Level Entrepreneurship Scale." Frontiers of Entrepreneurship
Research 1: 628-639.
Covin, J. G. & D. P. Slevin (1989). "Strategic Management of Small Firms In Hostile
And Benign Environments." Strategic Management Journal 10(1): 75-87.
Covin, J. G. & D. P. Slevin (1991). "A Conceptual Model of Entrepreneurship As Firm
Behavior." Entrepreneurship Theory and Practice 16(1): 7-25.
Covin, J. G., D. P. Slevin & R. L. Schultz (1994). "Implementing Strategic Missions:
Effective Strategic, Structural and Tactical Choices." Journal of Management
Studies 31(4): 481-505.
Covin, J. G. & W. J. Wales (2012). "The Measurement of Entrepreneurial Orientation."
Entrepreneurship Theory and Practice 36(4): 667-702.
Creswell, J. W. & V. L. P. Clark (2011). Desigining and Conducting Mixed Methods
Research. Los Angeles, Sage.
Creswell, J. W. & D. Miller, L. (2000). "Determining Validity in Qualitative Inquiry."
Theory into Practice 39(3): 124-130.
Cruz, A. D., E. Hamilton & S. L. Jack (2012). "Understanding Entrepreneurial Cultures
in Family Businesses: A Study of Family Entrepreneurial Teams in Honduras."
Journal of Family Business Strategy 3(3): 147-161.
Cunningham, E. (2008). Structural Equation Modeling Using AMOS 6.0. Melbourne,
Swinburn University of Technology.
Curran, J. & R. A. Blackburn (2001). Researching the Small Enterprise. London,
Thousand Oaks, New Delhi, Sage Publications.
Damanpour, F. & J. D. Wischnevsky (2006). "Research on Innovation in Organizations:
Distinguishing
Innovation-Generating
from
Innovation-Adopting
Organizations." Journal of Engineering and Technology Management 23(4):
269-291.

206

Danes, J. E. & O. K. Mann (1984). "Unidimensional Measurement and Structural
Equation Models with Latent Variables." Journal of Business Research 12(3):
337-352.
Daniels, J. D. & M. V. Cannice (2004). Interview Studies in International Business
Research. Handbook of Qualitative Research Methods for International
Business. R. Marschan-Piekkari and C. L. Welch. Cheltenham, Edward Elgar:
185-206.
Das, T. K. & B.-S. Teng (1998). "Time and Entrepreneurial Risk Behavior."
Entrepreneurship Theory and Practice 22(2): 69-88.
Dawson, C. (2002). Practical Research Methods: A User-friendly Guide to Matering
Research Techniques and Projects. Oxford, How to Books Ltd.
Denzin, N. K. & Y. Lincoln, S. (2008). The Landscape of Qualitative Research. CA,
Sage Publications.
Denzin, N. K. & Y. S. Lincoln, Eds. (2000). Handbook of Qualitative Research.
Thousand Oaks, CA, Sage Publications.
Dess, G. G. & G. T. Lumpkin (2005). "The Role of Entrepreneurial Orientation in
Stimulating Effective Corporate Entrepreneurship." Academy of Management
Executive 19(1): 147-156.
Dess, G. G., G. T. Lumpkin & J. G. Covin (1997). "Entrepreneurial Strategy Making
and Firm Performance: Tests of Contingency and Configurational Models."
Strategic Management Journal 18(9): 677-695.
Dess, G. G., B. C. Pinkham & H. Yang (2011). "Entrepreneurial Orientation: Assessing
the Construct's Validity and Addressing Some of Its Implications for Research in
the Areas of Family Business and Organizational Learning." Entrepreneurship:
Theory & Practice 35(5): 1077-1090.
DeVellis, R. F. (2003). Scale Development : Theory and Applications. Thousand Oaks,
CA, Sage Publications.
Dewar, R. D. & J. E. Dutton (1986). "The Adoption of Radical and Incremental
Innovations: An Empirical Analysis." Management Science 32(11): 1422-1433.
Dickson, P. H. & K. M. Weaver (2008). "The Role of Institutional Environment in
Determining Firm Orientations Towards Entrepreneurial Behaviour."
International Entrepreneurship Management Journal 4(4): 467-483.
Dickson, P. R. & J. J. Giglierano (1986). "Missing the Boat and Sinking The Boat: A
Conceptual Model of Entrepreneurial Risk." Journal of Marketing 50(3): 58-70.
Directorate General of Agro and Chemical Industries of the Ministry of Industry (2008).
Laporan Perkembangan Klaster Industri Agro dan Kimia.
Dobbs, M. & R. T. Hamilton (2007). "Small Business Growth: Recent Evidence and
New Directions." International Journal of Entrepreneurial Behavior & Research
13(5): 296-322.
Dolnicar, S. & B. Grün (2007). "Cross-Cultural Differences in Survey Response
Patterns." International Marketing Review 24(2): 127-143.
Duriau, V. J., R. K. Reger & M. D. Pfarrer (2007). "A Content Analysis of the Content
Analysis Literature in Organization Studies: Research Themes, Data Sources
and Methodological Refinements." Organizational Research Methods 10(1): 534.
Ello, S. & H. Kyngäs (2007). "The Qualitative Content Analysis Process." JAN
Research Methodology: 107-115.
Ewasechko, A. C. (2005). Upgrading the Central Java Wood Furniture Industry.
Geneva, International Labour Organization.
207

Ferrier, W. J., C. M. Fhionnlaoich, K. G. Smith, et al. (2002). "The Impact of
Perfroamce Distress on Aggressive Competitive Behavior: A Reconciliation of
Conflicting Views." Managerial and Deision Economics 23(4/5): 301-316.
Field, A. (2009). Discovering Statistics Using SPSS. Thousand Oaks, CA, Sage
Publications.
Fini, R., R. Grimaldi, G. L. Marzocchi, et al. (2012). "The Determinants of Corporate
Intention Within Small and Newly Established Firms." Entrepreneurship Theory
and Practice 36(2): 387-414.
Flick, U. (2006). An Introduction to Qualitative Research. Thousand Oaks, CA, Sage
Publications.
Frishammar, J. & S. Andersson (2009). "The Overestimated Role of Strategic
Orientations for International Performance in Smaller Firms." Journal of
International Entrepreneurship 7: 57-77.
Gamage, H. R. & A. Wickramasinghe (2012). "Western Perspectives on
Entrepreneurhsip and Their Sensitivity in the Context of Asian Cultures."
International Journal of Entrepreneurship and Small Business 17(4): 525-537.
Garcia, R. & R. Calantone (2002). "A Critical Look at Technological Innovation
Typology and Innovativeness Terminology: A Literature Review." The Journal
of Product Innovation Management 19: 110-132.
Gartner, W. B. & S. Birley (2002). "Introduction to the Special Issue on Qualitative
Methods in Entrepreneurship Research." Journal of Business Venturing 17(5):
387-395.
Garver, M. S. & J. T. Mentzer (1999). "Logistics Research Methods: Employing
Structural Equation Modeling to Test for Construct Validity." Journal of
Business Logistics 20(1): 33-57.
Gebert, D., S. Boerner & R. Lanwehr (2003). "The Risks of Autonomy: Empirical
Evidence for the Necessity of a Balance Management in Promoting
Organizational Innovativeness." Creativity and Innovation Management 12(1):
41-49.
Gefen, D. (2003). "Assessing Unidimensionality Through Lisrel: An Explanation and
Example." Communication of the Association for Information Systems 12: 2347.
George, B. A. & L. Marino (2011). "The Epistemology of Entrepreneurial Orientation:
Conceptual Formation, Modeling, and Operationalization." Entrepreneurship:
Theory & Practice 35(5): 989-1024.
Gerbing, D. W. & J. C. Anderson (1988). "An Updated Paradigm for Scale
Development Incorporating " Journal of Marketing Research 25(May): 186-192.
Gibbs, G. R. (2008). Analyzing Qualitative Data. Los Angeles, Sage Publications.
Gilmore, A., D. Carson & A. O'Donnell (2004). "Small Business Owner-Managers and
Their Attitude to Risk." Marketing Intelligence and Planning 22(2/3): 349-360.
Golafshani, N. (2003). "Understanding Reliability and Validity in Qualitative
Research." The Qualitative Report 8(4): 597-607.
Grant, P. & L. Perren (2002). "Small Business and Entrepreneurial research: Metatheories, Paradigms and Prejudices." International Small Business Journal 20(2):
185-211.
Gray, C. (2006). "Absorptive Capacity, Knowledge Management and Innovation in
Entrrepreneurial Small Firms." International Journal of Entrepreneurial Behavior
& Research 12(6): 345-360.
208

Hair, J. F., W. C. Black, B. J. Babin, et al. (2010). Multivariate Data Analysis: a Global
Perspective. Upper Saddle River, New Jersey, Pearson Prentice Hall.
Hall, C. (2008). An Overview of SMEs in the APEC Economy; the Contribution of the
Entrepreneurial Engine. APEC Training Course on Enhancing Entrepreneurship
Skills for SMEs. Hanoi, Vietnam: 89 - 107.
Hankinson, A., D. Bartlett & B. Ducheneaut (1997). "The Key Factors in the Small
Profiles of Small-Medium Enterprise Owner-Managers that Influence Business
Performance The UK (Rennes) SME Survey 1995-1997 An International
Research Project UK Survey." International Journal of Entrepreneurial
Behaviour & Research 3(3): 168-175.
Hansen, J. D., G. D. Deitz, M. Tokman, et al. (2011). "Cross-national Invariance of the
Entrepreneurial Orientation Scale." Journal of Business Venturing 26(1): 61-78.
Hayton, J. C., G. George & S. A. Zahra (2002). "National Culture and Entrepreneurship:
A Review of Behavioral Research." Entrepreneurship Theory and Practice 26:
33-52.
Henderson, J. (2002). "Building the Rural Economy with High-Growth Entrepreneurs."
Economic Review 87(3): 45-70.
Hill, H. (2001). "Small and Medium Enterprises in Indonesia: Old Policy Challenges for
a New Administration." Asian Survey 41(2): 248-270.
Hill, J. & L. T. Wright (2001). "A Qualitative Research Agenda for Small to MediumSized Enterprise." Marketing Intelligence and Planning 19(6): 432-443.
Hofstede, G. (1984). Culture's Consequences: International Differences in WorkRelated Values. Newbury Park, Sage Publications.
Hofstede, G. (2009). "Geert Hofstede™ Cultural Dimensions." Retrieved 20th July,
2009, from http://www.geert-hofstede.com/hofstede_indonesia.shtml.
Hofstede, G. (2011a). "Dimensionalizing Cultures: The Hofstede Model in Context."
Online Readings in Psychology and Cultures Unit 2: 1-26.
Hofstede, G. (2011b). "National Culture: Indonesia." Retrieved 12 December, 2011,
from http://geert-hofstede.com/indonesia.html.
Hofstede, G. & G. J. Hofstede (2005). Cultures and Organizations: Software of the
Mind. New York, McGraw-Hill
Hofstede, G., G. J. Hofstede & M. Minkov (2010). Cultures and Organizations:
Software of the Mind: Intercultural Cooperation and Its Importance for Survival.
New York, McGraw-Hill.
Hohenthal, J. (2006). "Integrating Qualitative and Quantitative Methods in Research on
International Entrepreneurship." Journal of International Entrepreneurship 4(4):
175-190.
Holmes, S. & B. Gibson (2001). Definition of Small Business – Final Report.
Newcastle, University of Newcastle.
Hughes, M. & R. E. Morgan (2007). "Deconstructing The Relationship Between
Entrepreneurial Orientation and Business Performance at The Embryonic Stage
of Firm Growth." Industrial Marketing Management 36(5): 651-661.
Hult, G. T. M., R. F. Hurley & G. A. Knight (2004). "Innovativeness: Its antecedents
and impact on business performance." Industrial Marketing Management 33(5):
429-438.
Hurmerinta-Peltomäki, L. & N. Nummela (2004). First the Sugar, Then the Eggs...Or
the Other Way Round? Mixing Methods in International Business Research.
Handbook of Qualitative Research Methods for International Business. R.
Marschan-Piekkari and C. Welch. Cheltenham, Edward Elgar.
209

Ireland, R. D., M. A. Hitt & D. G. Sirmon (2003). "A Model of Strategic
Entrepreneurship: The Construct and Its Dimension." Journal of Management
29(6): 963-988.
Jarvis, R., J. Curran, J. Kitching, et al. (2000). "The Use Of Quantitative and Qualitative
Criteria in the Measurement of Performance in Small Firms." Journal of Small
Business and Enterprise Development 7(2): 123-133.
Johannessen, J.-A., B. Olsen & G. T. Lumpkin (2001). "Innovation as Newness: What is
New, How New and New to Whom?" European Journal of Innovation
Management 4(1): 20-31.
Johne, A. & R. Davies (2000). "Innovation in Medium-Sized Insurance Companies:
How Marketing Adds Value." The International Journal of Bank Marketing
18(1): 6-14.
Johnson, R. B. & A. J. Onwuegbuzie (2004). "Mixed Methods Research: A Research
Paradigm Whose Time Has Come." Educational Researcher 33(7): 14 - 26.
Johnson, R. B., A. J. Onwuegbuzie & L. A. Turner (2007). "Toward a Definitiion of
Mixed Methods Reserach." Journal of Mixed Methods Research 1(2): 112-133.
Jones, M. L. (2007). Hostede – Culturally Questionable? Oxford Business and
Economics Conference. Oxford, UK.
Keh, H. T., T. T. M. Nguyen & H. P. Ng (2007). "The Effects of Entrepreneurial
Orientation and Marketing Information on the Performance of SMEs." Journal
of Business Venturing 22(4): 592-611.
Khandwalla, P. N. (1976/1977). "Some Top Management Styles, Their Context and
Performance." Organization and Administrative Sciences 7(4): 21-51.
Kiss, A. N., W. M. Danis & S. T. Cavusgil (2012). "International Entrepreneurship
Research in Emerging Economies: A Critical Review and Research Agenda."
Journal of Business Venturing 27(2): 266-290.
Kline, R. B. (2005). Principles and Practice of Structural Equation Modeling. New
York, The Guilford Press.
Knight, G. (2000). "Entrepreneurship and Marketing Strategy: The SME Under
Globalization." Journal of International Marketing 8(2): 12-32.
Knight, G. A. (1997a). "Cross-cultural Reliability and Validity of a Scale to Measure
Firm Entrepreneurial Orientation." Journal of Business Venturing 12(3): 213225.
Knight, G. A. (1997b). "Firm Orientation and Strategy Under Regional Market
Integration: A Study of Canadian Firms." International Executive 39(3): 351375.
Kodithuwakku, S. S. & P. Rosa (2002). "The Entrepreneurial Process and Economic
Success in a Constrained Environment." Journal of Business Venturing 17(5):
431-465.
Koufteros, X. A. (1999). "Testing a Model of Pull Production: a Paradigm for
Manufacturing Reserach Using Structural Equation Modeling." Journal of
Operations Management 17(4): 465-488.
Krauss, S. I., M. Frese, C. Friedrich, et al. (2005). "Entrepreneurial Orientation: A
Psychological Model of Success Among Southern African Small Business
Owners." European Journal of Work and Organizational Psychology 14(3): 315344.
Kreiser, P., M., L. Marino, D. & K. M. Weaver (2002). "Assessing the Psychometric
Properties of the Entrepreneurial Orientation Scale: A Multi-Country Analysis."
Entrepreneurship Theory and Practice 26(4): 71-94.
210

Kreiser, P. M. & J. Davis (2010). "Entrepreneurial Orientation and Firm Performance:
The Unique Impact of Innovativeness, Proactiveness, and Risk-Taking." Journal
of Small Business and Entrepreneurship 23(1): 39 - 51.
Kreiser, P. M., L. D. Marino, P. Dickson, et al. (2010). "Cultural Influences on
Entrepreneurial Orientation: The Impact of National culture on Risk Taking and
Proactiveness in SMEs." Entrepreneurship Theory and Practice 34(5): 959-983.
Kristiansen, S. (2003). "Small-scale Business in Rural Java: Involution or Innovation?"
The Journal of Entrepreneurship 12(1): 21-41.
Kropp, F., N. J. Lindsay & A. Shoham (2008). "Entrepreneurial Orientation and
International Entrepreneurial Business Venture Startup." International Journal of
Entrepreneurial Behaviour & Research 14(2): 102 - 117.
Kuratko, D. F. (2007). "The Corporate Entrepreneurship Process: a Research Model "
Foundations and Trends in Entrepreneurship Journal 3(2): 162-182.
Kuratko, D. F. (2009). Introduction to Entrepreneurship. Canada, South-Western
Cengage Learning.
Kuratko, D. F. & R. M. Hodgetts (2004). Entrepreneurship :Theory, Process, Practice,
Thompson Learning.
Kusumawardhani, A., G. McCarthy & N. Perera (2009). Framework of Entrepreneurial
Orientation and Networking: A Study of SMEs Performance in a Developing
Country. Australian and New Zealand Academy of Management (ANZAM),
Melbourne.
Kusumawardhani, A., G. McCarthy & N. Perera (2012). Autonomy and Innovativeness:
Understanding Their Relationships with Performance of Indonesian SMEs. The
Joint ACERE-DIANA International Entrepreneurship Conference, The
University of Notre Dame Australia, Fremantle, Western Australia.
Landström, H. (2005). A History of Entrepreneurship and Small Business Research.
Pioneers in Entrepreneurship and Small Business Research. H. Landström,
Springer Science+Business Media Inc.
Lee, C., K. Lee & J. M. Pennings (2001). "Internal Capabilities, External Networks, and
Performance: A Study on Technology-Based Ventures." Strategic Management
Journal 22(6/7): 615-640.
Lee, N. & I. Lings (2008). Doing Business Research: Theory and Practice. London,
California, New Delhi, Singapore, Sage Publications.
Lee, S., M. , S.-b. Lim & R. Pathak, D. (2011). "Culture and Entrepreneurial
Orientation: a Multi-Country Study." International Entrepreneurship and
Management Journal 7(1): 1-15.
Lee, S. M. & S. J. Peterson (2000). "Culture, Entrepreneurial Orientation, and Global
Competitiveness." Journal of World Business 35(4): 401-416.
Leedy, P. D. & J. E. Ormrod (2010). Practical Research: Planning and Design. Upper
Saddle River, N.J, Pearson-Merrill.
Li, Y.-H., J.-W. Huang & M.-T. Tsai (2009). "Entrepreneurial Orientation and Firm
Performance: The Role of Knowledge Creation Process." Industrial Marketing
Management 38(4): 440-449.
Li, Y., Y. Zhao, J. Tan, et al. (2008). "Moderating Effects of Entrepreneurial
Orientation on Market Orientation-Performance Linkage: Evidence from
Chinese Small Firms." Journal of Small Business Management 46(1): 113-133.
Lin, C. T. S. (2007). Sources of Competitive Advantage for Emerging Fast Growth
Small-to-Medium Enterprises: The Role of Business Orientation, Marketing
211

Capabilities, Customer Value and Firm Performance. School of Management
Business Portfolio. Melbourne, RMIT University. Doctor of Philosophy.
Lincoln, Y. S. & E. G. Gubba (1985). Naturalistic Inquiry. Newbury Park, CA, Sage
Publications.
Loebis, L. & H. Schmitz (2005). "Java Furniture Makers : Globalisation Winners or
Losers?" Development in Practice 15(3 and 4): 514-521.
Lowe, R. & S. Marriot (2006). Enterprise : Entrepreneurship and Innovation, Concepts,
Contexts and Commercialization, Elsevier Ltd.
Lumpkin, G. T., C. C. Cogliser & D. R. Schneider (2009). "Understanding and
Measuring Autonomy: An Entrepreneurial Orientation Perspective."
Entrepreneurship Theory and Practice January: 47-69
Lumpkin, G. T. & G. G. Dess (1996). "Clarifying the Entrepreneurial Orientation
Construct and Linking It to Performance." Academy of Management. The
Academy of Management Review 21(1): 135-172.
Lumpkin, G. T. & G. G. Dess (2001). "Linking Two Dimensions of Entrepreneurial
Orientation to Firm Performance: The Moderating Role of Environment and
Industry Life Cycle." Journal of Business Venturing 16(5): 429-451.
Lumpkin, G. T. & G. G. Dess (2005). Entrepreneurial Orientation. The Blackwell
Encyclopedic Dictionary of Entrepreneurship (Blackwell Encyclopedia of
Management). M. A. Hitt and R. D. Ireland. Oxford, Blackwell Publishing: 104107.
Lyon, D. W., G. T. Lumpkin & G. G. Dess (2000). "Enhancing Entrepreneurial
Orientation Research: Operationalizing and Measuring a Key Strategic Decision
Making Process." Journal of Management 26(5): 1055-1085.
Mack, N., C. Woodsong, K. M. MacQueen, et al. (2005). Qualitative Research
Methods: A Data Collector's Field Guide. North Carolina, USA, USAID.
Madsen, E. L. (2007). "The Significance of Sustained Entrepreneurial Orientation on
Performance of Firms – a Longitudinal Analysis." Entrepreneurship and
Regional Development 19(March): 185 - 204.
Magnis-Suseno, F. (1997). Javanese Ethics and World-View: The Javanese Idea of the
Good Life. Jakarta P.T. Gramedia Pustaka Utama.
Malhotra, N., J. Hall, M. Shaw, et al. (2006). Marketing Research: An Applied
Orientation. Frenchs Forest, Pearson Prentice Hall.
Malterud, K. (2001). "Qualitative Research: Standards, Challenges, and Guidelines."
The Lancet 358.
Mappigau, P. & Jusni (2012). "Entrepreneurial Quality of Small Scale (SMEs) Broiler
Farming with Independent Business Model in Maros District of South Sulawesi
Province, Indonesia." International Journal of Business and Social Science 3(6):
74-81.
Marschan-Piekkari, R. & C. L. Welch (2004). Qualitative Research Methods in
International Business: The State of the Art. Handbook of Qualitative research
Methods for International Business. R. Marschan-Piekkari and C. L. Welch.
Cheltenham, Edward Elgar.
Massa, S. & S. Testa (2008). "Innovation and SMEs: Misaligned Perspectives and
Goals among Entrepreneurs, Academics, and Policy Makers." Technovation
28(7): 393-407.
Matthews, C. H. & S. G. Scott (1995). "Uncertainty and Planning in Small and
Entrepreneurial Firms: An empirical Assessment." Journal of Small Business
Management 33(4): 34-52.
212

McCarthy, E. J., W. D. Perreault & P. G. Quester (1997). Basic Marketing: A
Managerial Approach. Sydney, Irwin.
Merz, G. R. & M. H. Sauber (1995). "Profiles of Managerial Activities in Small Firms."
Strategic Management Journal 16(7): 551-564.
Miles, M. B. & A. M. Huberman (1994). Qualitative Data Analysis. Thousand Oaks,
CA, Sage Publications.
Miller, D. (1983). "The Correlates of Entrepreneurship in Three Types of Firms."
Management Science (pre-1986) 29(7): 770-790.
Miller, D. (2011). "Miller (1983) Revisited: A Reflection on EO Research and Some
Suggestions for the Future." Entrepreneurship: Theory & Practice 35(5): 873894.
Miller, D. & P. H. Friesen (1982). "Innovation in Conservative and Entrepreneurial
Firms: Two Models of Strategic Momentum." Strategic Management Journal
(pre-1986) 3(1): 1-25.
Miller, D. & P. H. Friesen (1983). "Strategy-Making and Environment: The Third
Link." Strategic Management Journal (pre-1986) 4(3): 221-235.
Ministry of Cooperatives and SMEs of the Republic of Indonesia. (2009). Retrieved
20 February 2010, 2010, from http://www.depkop.id.
Ministry of Trade of the Republic of Indonesia (2008). Indonesian Furniture: Creativity
in Wood. Jakarta.
Mintzberg, H. (1973). "Strategy-Making in Three Modes." California Management
Review (pre-1986) 16(000002): 44-53.
Mitchell, R. K., B. Smith, K. W. Seawright, et al. (2000). "Cross-Cultural Cognitions
and the Venture Creation Decision." The Academy of Management Journal
43(5): 974-993.
Monsen, E. W. (2005). Employees Do Matter: Autonomy, Team Work and Corporate
Entrepereneurial Culture. Leeds School of Business, University of Colorado.
PhD Thesis.
Moreno, A. M. & J. Casillas, C. (2008). "Entrepreneurial Orientation and Growth of
SMEs: A Causal Model." Entrepreneurship Theory and Practice 32(3): 507-528.
Morgan, R. E. & C. A. Strong (2003). "Business Performance and Dimensions of
Strategic Orientation." Journal of Business Research 56(3): 163-176.
Morris, M. H., D. F. Kuratko & J. G. Covin (2008). Corporate Entrepreneurship and
Innovation: Entrepreneurial Development within Organizations, Thomson
South-Western.
Mort, G. S. & J. Weerawardena (2006). "Networking Capability and International
Entrepreneurship: How Networks Function in Australian Born Global Firms."
International Marketing Review 23(5): 549-572.
Mueller, S. L. & A. Thomas, S. (2000). "Culture and Entrepeneurial Potential: A Nine
Country Study of Locus of Control and Innovativeness." Journal of Business
Venturing 16(1): 51-75.
Mueller, S. L. & A. Thomas, S. (2001). "Culture and Entrepeneurial Potential: A Nine
Country Study of Locus of Control and Innovativeness." Journal of Business
Venturing 16(1): 51-75.
Murphy, G. B., J. W. Trailer & R. C. Hill (1996). "Measuring Performance in
Entrepreneurship Research." Journal of Business Research 36(1): 15-23.
Najib, M. & A. Kiminami (2011). "Innovation, Cooperation and Business Performance:
Some Evidence from Indonesian Small Food Processing Cluster " Journal of
Agribusiness in Developing and Emerding Economies 1(1): 75-96.
213

Naldi, L., M. Nordqvist, K. Sjöberg, et al. (2007). "Entrepreneurial Orientation, Risk
Taking, and Performance in Family Firms." Family Business Review 20(1): 3347.
Nasif, E. G., H. Al-Daeaj, B. Ebrahimi, et al. (1991). "Methodological Problems in
Cross Cultural REsearch: An Update Review." Management International
Review 31(1): 79-91.
Nunnaly, J. C. & I. H. Bernstein (1994). Psychometric Theory. New York, McGrawHill.
Oke, A., G. Burke & A. Myers (2007). "Innovation Types and Performance in Growing
UK SMEs." International Journal of Operations & Production Management
27(7): 735-753.
Ortinau, D. J., R. P. Bush & J. F. Hair (2009). Marketing Research: in a Digital
Information Environment. Boston, McGraw-Hill Irwin.
Otero-Neira, C., M. T. Lindman & M. J. Fernández (2009). "Innovation and
Performance in SME Furniture Industry." Marketing Intelligence & Planning
27(2): 216-232.
Oviatt, B., M. & P. P. McDougall (2005). "Defining International Entrepreneurship and
Modelling the Speed of Internationalization." Entrepreneurship Theory and
Practice 29(5): 537-553.
Palich, L. E. & R. D. Bagby (1995). "Using Cognitive Theory to Explain
Entrepreneurial Risk-taking: Challenging Conventional Wisdom." Journal of
Business Venturing 10(6): 425-438.
Pallant, J. (2007). SPSS Survival Manual. Crows Nest, Allen & Unwin.
Pansuwong, W. (2009). Entrepreneurial Strategic Orientation and Export Performance
of Thai Small and Medium-sized Enterprises. Faculty of Business and
Enterprise. Melbourne, Swinburne University of Technology Australia. Doctor
of Philosophy.
Patton, M. Q. (2002). Qualitative Evaluation and Research Method. Thousand Oaks,
CA, Sage Publication Inc.
Pérez-Luño, A., R. V. Cabrera & J. Wiklund (2007). "Innovation and Imitations as
Sources of Sustainable Competitive Advvantage." Management Research 5(2):
71-82.
Pérez-Luño, A., J. Wiklund & R. V. Cabrera (2011). "The Dual Nature of Innovative
Activity: How Entrepreneurial Orientation Influences Innovation Generation and
Adoption." Journal of Business Venturing 26(5): 555-571.
Peterson, R. B. (2004). Empirical Research in International Management: A Critique
and Future Agenda. Handbook of Qualitative Research Methods for
International Business. R. Marschan-Piekkari and C. Welch. Cheltenham,
Edward Elgar: 25-55.
Ping, R. A. (2004). "On Assuring Valid Measures for Theoretical Models Using Survey
Data." Journal of Business Research 57(2): 125-141.
Posthuma, A. C. (2003). Taking a Seat in the Global Marketplace : Opportunities for
"High Road" Upgrading in the Indonesian Wood Furniture Sector? Cluster,
Industrial District and Firms : The Challenge of Globalization. Modena, Italy.
Prottas, D. (2008). "Do the Self-Employed Value Autonomy More than Employees?
Research Across Four Samples." Career Development International 13(1): 3345.
Ratnasingam, J. & F. Ioras (2003). "The Sustainability of the Asian Wooden Furniture."
Holz als Roh- und Werkstoff 61(3): 233-237.
214

Rauch, A., J. Wiklund, M. Frese, et al. (2005). Entrepreneurial Orientation and Business
Performance: Cumulative Empirical Evidence. The 23rd Babson College
Entrepreneurship Research Conference. Glasgow, UK. 2008: Paper Presented at
the 23rd babson College Entrepreneruship aResearch Conference.
Rauch, A., J. Wiklund, G. T. Lumpkin, et al. (2009). "Entrepreneurial Orientation and
Business Performance: An Assesment of Past Research and Suggestions for the
Future." Entrepreneurship Theory and Practice 33(3): 761-787.
Robson, P. J. A., H. M. Haugh & B. A. Obeng (2009). "Entrepreneurship and
Innovation in Ghana: Enterprising Africa." Small Business Economics 32: 331350.
Roux, Y. & M. Couppey (2007). Investigating the Relationship between Entrepreneurial
and Market Orientations within French SMEs and Linking it to Performance.
Umea School of Business and Economics, Umea University. Master thesis.
Runyan, R., C. Droge & J. Swinney (2008). "Entrepreneurial Orientation versus Small
Business Orientation: What Are Their Relationships to Firm Performance?"
Journal of Small Business Management 46(4): 567-588.
Runyan, R. C., B. Ge, B. Dong, et al. (2012). "Entrepreneurial Orientation in CrossCultural Research: Assessing Measurement Invariance in the Construct."
Entrepreneurship Theory and Practice 36(4): 819-836.
Sandee, H., R. K. Andadari & S. Sulandjari (2002). Small Firm Development During
Good Times and Bad: The Jepara Furniture Industry. The Economic
Development of Southeast Asia. H. Hill. Cheltenham, An Elgar Reference
Collection. IV: 480-496.
Sandee, H. & J. ter Wingel (2002). SME Cluster Development Strategies in Indonesia:
What Can We Learn from Succesful Clusters? JICA Workshop on
Strengthening Capacity of SMEs Clusters in Indonesia. Jakarta.
Schaper, M. & T. Volery (2004). Entrepreneurship and Small Business A Pacific Rim
Perspective, John Wiley & Sons Australia, Ltd.
Schiller, J. & B. M. Schiller (1997). "Market, Culture and State in the Emergence of an
Indonesian Export Furniture Industry." Journal of Asian Business 13(1): 1-23.
Sebora, T. C., S. M. Lee & N. Sukasame (2009). "Critical Success Factors for ECommerce Entrepreneurship: An Empirical Study of Thailand." Small Business
Economics 32(3): 303-316.
Sekaran, U. (2004). Research Methods for Business: A Skill-Building Approach. New
York, John Wiley & Sons, Inc.
Sekaran, U. & R. Bougie (2009). Research Methods for Business: A Skill Building
Approach. Chichester, John Wiley & Sons.
Shane, S. & S. Venkataraman (2000). "The Promise of Entrepreneurship as a Field of
Research." Academy of Management. The Academy of Management Review
25(1): 217-226.
Shinnar, R. S., O. Giacomin & F. Janssen (2012). "Entrepreneurial Perceptions and
Intentions: The Role of Gender and Culture." Entrepreneurship Theory and
Practice 36(3): 465-493.
Short, J. C., C. Broberg, C. C. Cogliser, et al. (2010). "Construct Validation Using
Computer-Aided Text Analysis (CATA): An Illustration Unsing Entrepreneurial
Orientation." Organizational Research Methods 13(2): 320-347.
Silverman, D. (2005). Doing Qualitative Research. London, Sage Publications.

215

Sivakumar, K. & C. Nakata (2001). "The Stampede Toward Hofstede's Framework:
Avoiding the Sample Design Pit in Cross-Cultural Research." Journal of
International Business Studies 32(3): 555-574.
Slater, S. F. & J. C. Narver (2000). "The Positive Effect of a Market Orientation on
Business Profitability: A Balanced Replication." Journal of Business Research
48(1): 69-73.
Smart, D. T. & J. S. Conant (1994). "Entrepreneurial Orientation, Distinctive Marketing
Competencies and Organizational Performance." Journal of Applied Business
Research 10(3): 28-38.
Stam, W. & T. Elfring (2008). "Entrepreneurial Orientation and New Venture
Performance: The Moderating Role of Intra- and Extraindustry Social Capital."
Academy of Management Journal 51(1): 97-111.
Statistics Indonesia. (2008). Retrieved 25 November 2008, from http://bps.go.id.
Statistics Indonesia. (2011). Retrieved 20 December, 2011, from http://bps.go.id.
Stevenson, H. H. & J. C. Jarillo (1990). "A Paradigm of Entrepreneurship:
Entrepreneurial Management." Strategic Management Journal 11: 17-27.
Strauss, A. & J. Corbin (2008). Basics of Qualitative Research: Techniques and
Procedures for Developing Grounded Theory. Thousand Oaks, California, Sage
Publications.
Sugarda, A. P. & T. T. Tambunan (2009). Furniture Industry in Indonesia: The Labour
Market and Gender Impact of the Global Economic Slowdown on Value Chains.
Federal Ministry for Economic Cooperation and Development.
Susman, G., K. Jansen & J. Michael (2006). Innovation and Change Management in
Small and Medium-Sized Manufacturing Companies. Final Report of Task 4
RFP 05-480-5823, Smeal College of Business The Pennsylvania State
University, United States Department of Commerce The National Institute of
Standards and Technology Manufacturing Extension Partnership.
Swiersczek, F. W. & T. T. Ha (2003). "Entrepreneurial Orientation, Uncertaint
Avoidance and Firm Performance: An Analysis of Thai and Vietnamese SMEs."
Entrepreneurship and Innovation February: 46-58.
Tabachnick, B. G. & L. S. Fidell (2007). Using Multivariate Statistics. Boston,
Pearson/Allyn & Bacon.
Tambunan, T. (2005). "Promoting Small and Medium Enterprises with a Clustering
Approach: A Policy Experience from Indonesia." Journal of Small Business
Management 43(2): 138-154.
Tambunan, T. (2009) "Crisis-Adjustment Strategies Adopted by SMEs in Copying with
the 2008-2009 Global Economic Crisis: The Case of Indonesia." 1-13.
Teddlie, C. & A. Tashakkori (2009). Foundations of Mixed Methods Research:
Integrating Quantitative and Qualitative Approaches in the Social Science and
Behavioral Science. Thousand Oaks, CA, Sage Publications.
Thai, M. & L. Chong (2008). "Born-Global: The Case of Four Vietnamese SMEs."
Journal of International Entrepreneurship 6(2): 72-100.
Thomas, A., S. & S. Mueller, L. (2000). "A Case for Comparative Entrepreneurship:
Assessing the Relevance of Culture." Journal of International Business Studies
31(2): 287-302.
van Praag, C. M. & P. Versloot, H. (2007). "What is The Value of Entrepreneurship? A
Review of Recent Research." Small Business Economics 29(4): 351-382.

216

Varis, M. & H. Littunen (2010). "Types of Innovation, Sources of Information and
Performance in Entrepreneurial SMEs." European Journal of Innovation
Management 13(2): 128-154.
Veal, A. J. (2005). Business Research Methods : A Managerial Approach, Pearson
Addison Wesley.
Venkatraman, N. (1989). "Strategic Orientation Of Business Enterprises: The Construct,
Dimensionality, and Measurement." Management Science 35(8): 942-962.
Venkatraman, N. & V. Ramanujam (1986). "Measurement of Business Performance in
Strategy Research: A Comparison of Approaches." Academy of Management.
The Academy of Management Review 11(4): 801.
Voutsinas, F. N. (2006). "Furniture World: Focus on Indonesia." Retrieved 12 August
2008, from http://www.furninfo.com/absolutenm/templates/Article_Retailing.
asp?articleid=5940&zoneid=5.
Wahlgrén, A. & R. Stewart (2003). "Owner-managers: Freedoms and Constraints."
Strategic Change 12: 21-29.
Wales, W., E. Monsen & A. McKelvie (2011). "The Organizational Pervasiveness of
Entrepreneurial Orientation." Entrepreneurship: Theory & Practice 35(5): 895923.
Wang, C. L. (2008). "Entrepreneurial Orientation, Learning Orientation, and Firm
Performance." Entrepreneurship: Theory & Practice 32(4): 635-657.
Wang, Y. & X. Zhang (2009). "Operationalization of Corporate Entrepreneurship and
its Performance Implications in China." Journal of Chinese Entreprenurship
1(1): 8-20.
Watson, J. (2007). "Modeling the Relationship Between Networking and Firm
Performance." Journal of Business Venturing 22(6): 852-874.
Weerawardena, J. & F. T. Mavondo (2011). "Capabilities, Innovation and Competitive
Advantage." Industrial Marketing Management 40(8): 1220-1223.
Wigren, C. (2007). Assessing the Quality of Qualitative Research in Entrepreneurship.
Handbook of Qualitative Research in Entrepreneurship. H. Neergaard and J. P.
Ulhoi. Cheltenham, Edward Elgar.
Wiklund, J. & D. Shepherd (2003). "Knowledge-Based Resources, Entrepreneurial
Orientation, and the Performance of Small and Medium-Sized Businesses."
Strategic Management Journal 24(13): 1307-1314.
Wiklund, J. & D. Shepherd (2005). "Entrepreneurial Orientation and Small Business
Performance: a Configurational Approach." Journal of Business Venturing
20(1): 71-91.
Wiseman, R. M. & A. H. Catanach (1997). "A Longitudinal Disaggregation of
Operational Risk Under Changing Regulatory Conditions: Evidence from the
Savings and Loan Industry." Academy of Management Journal 40(4): 799-830.
World Bank (2001). World Bank Group Review of Small Business Activities
World Bank Group and IFC
Zahra, S., A., D. Jennings, F. & D. F. Kuratko (1999). "The Antecedents and
Consequences of Firm-Level Entrepreneurship: The State of the Field."
Entrepreneurship Theory and Practice 24(2): 45.
Zahra, S., A., A. Nielsen, P. & W. Bogner, C. (1999). "Corporate Entrepreneurship,
Knowledge, and Competence Development." Entrepreneurship Theory and
Practice 23(3): 169-189.
217

Zahra,

S. A. (1991). "Predictors and Financial Outcomes of Corporate
Entrepreneurship: An Exploratory Study." Journal of Business Venturing 6(4):
259-285.
Zahra, S. A. (1999). "The Changing Rules of Global Competitiveness in the 21st
Century." The Academy of Management Executive 13(1): 36-42.
Zahra, S. A. (2005). "Entrepreneurial Risk Taking in Family Firms." Family Business
Review 18(1): 23-40.
Zahra, S. A. (2007). "Contextualizing Theory Building in Entrepreneurship Research."
Journal of Business Venturing 22(3): 443-452.
Zahra, S. A. & J. G. Covin (1995). "Contextual Influences on the Corporate
Entrepreneurship-Performance Relationship: A Longitudinal Analysis." Journal
of Business Venturing 10(1): 43-58.
Zhou, K. Z., C. K. Yim & D. K. Tse (2005). "The Effects of Strategic Orientations on
Technology- and Market-Based Breakthrough Innovations." Journal of
Marketing 69(2): 42-60.
Zikmund, W. G., B. J. Babin & M. Griffin (2010). Business Research Methods. Mason,
Ohio, South-Western.

218

APPENDIX 1: PARTICIPATION INFORMATION SHEET (PIS)
For the CEO, owner or top-level manager
Research Project: The Role of Entrepreneurial Orientation in Firm Performance:
A Study of Indonesian SMEs in the Furniture Industry in Central Java

PURPOSE OF THE RESEARCH
This is an invitation to participate in research conducted by a PhD candidate at the
University of Wollongong. The purpose of this research is to investigate the relationship
between entrepreneurial orientation dimensions, i.e., autonomy, innovativeness, risktaking, proactiveness and competitive aggressiveness, and firm performance of
Indonesian SMEs in the furniture industry in Central Java.
INVESTIGATORS
Mrs. Amie Kusumawardhani
(PhD candidate)
Sydney Business School
University of Wollongong
ak686@uowmail.edu.au
+62 24 7474 366
+62 81 2293 1295

Dr. Grace McCarthy
(Principal Supervisor)
Sydney Business School
University of Wollongong
gracemc@uow.edu.au
+61 2 4221 4880

METHOD AND DEMANDS ON PARTICIPANTS
If you choose to participate, we would like to ask the CEO, owner or top-level manager
who has experience of business operations to complete the questionnaire. You do not
have to answer every question in the questionnaire if you do not want to. Typical
questions in the questionnaire include: In which year was the enterprise established?
What type of furniture products does your company produce? How many full-time
employees do you have? Are the employees in your firm permitted to act and think
without intervention? In dealing with the competitors, does your firm typically respond
to actions that competitors initiate?
POSSIBLE RISKS, INCONVENIENCES AND DISCOMFORTS
Apart from approximately 30 minutes to complete the questionnaire, we can foresee no
risks for you. Your involvement in this research is voluntary. You may withdraw your
participation and/or your data from this research before 27 February 2010, after which
the data processing will commence. Refusal to participate in this research will not affect
your relationship with the researchers or the University of Wollongong.
FUNDING AND BENEFITS OF THE RESEARCH
The researcher is funding this research independently. This research is expected to
provide information about entrepreneurial orientation for Indonesian SMEs in the
furniture industry. The findings may help SMEs in this industry in developing their
entrepreneurial capability, and ultimately their firm performance. The regional
government of Indonesia and the trade association will also receive a report, which may
be used as a basis for policy-making. Confidentiality of this study is assured, and no
information will be reported that would identify you or your organisation.
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ETHICS REVIEW AND COMPLAINTS
This study has been reviewed by the Human Research Ethics Committee (Social
Science, Humanities and Behavioural Science) of the University of Wollongong. If you
have any concerns or complaints regarding the way this research has been conducted,
you can contact the UOW Ethics Officer on +61 2 4221 4457 or email:
research_office@uow.edu.au.
Thank you for your interest in this study.

University of Wollongong NSW 2522 Australia
Telephone: +61 2 4221 3751
Facsimile: +61 2 4221 4709
Email: sbs@uow.edu.au
Web: www.uow.edu.au/gsb
CRICOS Provider No. 00102E
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APPENDIX 2: CONSENT FORM FOR PARTICIPANTS

For the CEO, owner, or top-level manager
Research Project: The Role of Entrepreneurial Orientation in Firm Performance:
A Study of Indonesian SMEs in the Furniture Industry in Central Java

Researcher: Mrs. Amie Kusumawardhani
I have been given information about “The Role Entrepreneurial Orientation in Firm
Performance: A Study of Indonesian SMEs in the Furniture Industry in Central Java”
and discussed the research project with Amie Kusumawardhani, who is conducting this
research as part of a PhD degree supervised by Dr Grace McCarthy at the Sydney
Business School, University of Wollongong, Australia.
I have been advised of the potential risks and burdens associated with this research, and
have had an opportunity to ask Amie Kusumawardhani any questions I may have about
the research and my participation. I consent to participate in an interview to be
conducted by Amie Kusumawardhani. I understand that anonymous data from the
interview will be reported in Amie Kusumawardhani’s PhD thesis and may also be used
in publications based on this research. I understand that my contribution will be
confidential. I also understand that apart from the 45 minutes to one-hour interview
session, there are no potential risks or burdens associated with this study.
I understand that my participation in this research is voluntary, I am free to refuse to
participate and I am free to withdraw from the research at any time, and that I do not
have to give any reasons for withdrawing. My refusal to participate or withdrawal of
consent will not affect my treatment in any way, my relationship with the Sydney
Business School or my relationship with the University of Wollongong.
If I have any enquiries about the research, I can contact Amie Kusumawardhani (+62
24 7474 366 or +62 81 2293 1295 and email: ak686@uowmail.edu.au) and/or Dr. Grace
McCarthy (+61 2 4221 4880 and email: gracemc@uow.edu.au) or if I have any
concerns or complaints regarding the way the research is or has been conducted, I can
contact the Ethics Officer, Human Research Ethics Committee, Office of Research,
University of Wollongong on +61 2 4221 4457 or email: research_office@uow.edu.au.
By signing below I am indicating my consent to:
 participate in this research. I understand that the interview dialogue will
be based on the research scope as mentioned in the research title above.


allow the data collected from my participation to be used primarily for a
PhD thesis, and also be used in summary form for journal publications,
and I consent for it to be used in that manner. I understand that that no
information will be included that would identify me or my company.
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allow the interview dialogue to be recorded by (please tick the box)

Tape recording

Written notes

Signed

Date

.......................................................................

......./....../......

.......................................................................

Name (please print)

University of Wollongong NSW 2522 Australia
Telephone: +61 2 4221 3751
Facsimile: +61 2 4221 4709
Email: sbs@uow.edu.au
Web: www.uow.edu.au/gsb
CRICOS Provider No. 00102E
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APPENDIX 3: COVER LETTER
Survey: The Role of Entrepreneurial Orientation in Firm Performance: A Study of
Indonesian SMEs in the Furniture Industry in Central Java

Dear Sir or Madam,
My name is Amie Kusumawardhani, and I am a doctoral student at the Sydney Business School,
University of Wollongong, NSW 2522 Australia. I am currently conducting research under the
supervision of Dr Grace McCarthy. With this letter, I would like to invite you to participate in
this research.
The objective of this research is to investigate the relationship between entrepreneurial
orientation and firm performance of Indonesian SMEs in the furniture industry in Central Java.
In particular, the research will aim to examine the contribution of each dimension of
entrepreneurial orientation – autonomy, innovativeness, risk-taking, proactiveness and
competitive aggressiveness – on firm performance. This research is expected to provide a better
understanding of entrepreneurial activities of Indonesian SMEs in the furniture industry in
Central Java.
My intended respondents are CEOs, owners, or top-level managers of firms in the furniture
industry in Central Java Province selected from the directory of the Central Java Industrial and
Trade Office, the Central Java Cooperatives and Small and Medium Enterprises Office, and/or
other sources. Respondents are requested to answer all questions based on their experience and
knowledge. Please read the questions carefully and mark your answers as instructed.
Completing the questionnaire normally takes approximately 30 minutes.
All collected information is strictly confidential and can be accessed only by me or my
supervisor. Your contribution to this research is deeply appreciated.
If you have any query regarding this research, please contact me by phone +62 24 7474 366 or
+62 81 2293 1295, or e-mail ak686@uowmail.edu.au or my principal supervisor Dr. Grace
McCarthy by phone +61 2 4221 4880 or e-mail gracemc@uow.edu.au. If you would like a free
copy of the results of this research, simply insert your business card with the questionnaire.
THANK YOU FOR YOUR PARTICIPATION AND CO-OPERATION
WITH MY RESEARCH QUESTIONNAIRE

University of Wollongong NSW 2522 Australia
Telephone: +61 2 4221 3751
Facsimile: +61 2 4221 4709
Email: sbs@uow.edu.au
Web: www.uow.edu.au/gsb
CRICOS Provider No. 00102E
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APPENDIX 4: QUESTIONNAIRE (PHASE ONE)
Please answer all questions. There are no right or wrong answers.
Part One: Business background
1.
Company name:

2.

Company address and contact telephone number:
Street and number

:

District
(Kecamatan)
Region
(Kabupaten)
Telephone

:
:
:

Postal code:
Fax:

E-mail :

3.

Name and position of owner/CEO (i.e. person who completed the questionnaire):

4.

Your gender (please check):
 Male



Female

5.

Your age:

year

6.

Your highest educational background (please check):
 High school
 Diploma degree
 Bachelor’s (university) degree

7.




Master’s degree
Other (specify)

Your work experience before involving in this company (please check):
 No work experience



 Worked in non-furniture company



8.

In which year was the enterprise established?

9.

How many full time workers do you employ?

10.

Type of furniture products your company produces:
Type
1.
2.
3.

Worked in furniture
company
Other (specify)

% from total production
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employees

11.

Type of wood (raw material) used in this company:

12.

Type of activities conducted in this company and the trend in the last 3 years
(2007 – 2009):
Production activities
% from total Trend in the last 3 years
production
(2) (1) (0) (-1) (-2)
1. Raw material to unfinished
furniture
2. Raw material to finished
furniture
3. Only finishing and packaging
4. Other (specify)
Trend in the last 3 years: (2) increased a lot; (1) increased a little; (0) unchanged;
(-1) decreased a little; (-2) decreased a lot

13.

How much average sales per month in this year (2009)? Rp.

14.

Where do you sell your products? (please check)
 Domestic market only

 Domestic and foreign market 
(export)

Foreign market (export) only
Other (specify)

If you export your products, please answer questions 15 and 16. If not, you can skip 15
and 16, and go directly to question 17.
15.

How do you export your products?
 Export directly to foreign buyer/consumer
 Export through agent/trader/middlemen/ in Indonesia
 Other (please explain)

16.

To which country/countries do you export your products?
Countries

17.

Type of furniture

How often do you conduct the following marketing activities?
Types of marketing activities

Never

1. Attend domestic trade fairs
2. Participate in domestic trade fairs
3. Attend international trade fairs
4. Participate in international trade fairs
5. Provide a showroom
6. Provide a website
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Sporadically

Regularly

7. Distribute brochures or catalogues
8. Place an advertisement in newspaper/
TV/radio
9. Other (specify)
18.

Please explain the roles of government agencies, trade associations, and other institutions
that support your business (you can answer for more than one organisation) :
Institution/Organisation
1. The Central Java Industrial and Trade
Office
2. The Central Java Cooperatives and
SMEs Office
3. Trade association (ASMINDO) in
Central Java
4. Other (specify)

19.

Role

Which factor do you use to compete with other competitors? (you can check more than
one answer):
 Price
 Product design
 On-time delivery





Product quality
Technology of production tools
Other (specify)

20.

Please explain the challenges and obstacles your company faces:

21.

Please explain what factors you are going to improve in this company over the next 5
years?

Part Two: Entrepreneurial Orientation
Please answer all questions by marking one point along the line that best represents your
opinion on each statement. There are no right or wrong answers.
Example:
Strongly
disagree

Strongly
agree
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1. Employees in my firm are given freedom and independence to decide on their own how
to go about doing their work, without depending on manager’s direction.
Strongly
agree

Strongly
disagree

2. In this firm, the CEO and top management team (rather than employees’ initiatives) play a
major role in identifying and selecting the entrepreneurial opportunities this firm pursue.
Strongly
disagree

Strongly
agree

3. The top manager believes that the best results occur when employees, as individual or a
team, are able to decide for themselves what business opportunities to pursue.
Strongly
disagree

Strongly
agree

4. In this firm, individuals and/or team pursuing business opportunities have to obtain
approval from their manager before making decisions.
Strongly
disagree

Strongly
agree

5. In general, the top manager believes that employees will work effectively when they
decide their own targets.
Strongly
disagree

Strongly
agree

6. Employees in my firm are given authority and responsibility to act alone if they think it
is in the best interests of the business
Strongly
disagree

Strongly
agree

7. My firm is always creative in its methods of operation.
Strongly
disagree

Strongly
agree

8. This firm prefers to design its own unique new methods of production rather than
adapting methods of other firms.
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Strongly
disagree

Strongly
agree

9. In the last three years, this firm has marketed no new lines of products or services.
Strongly
agree

Strongly
disagree

10. The top managers of this firm favour their own original approaches to solve their
problems rather than imitating methods that other firms have used for solving their
problems.
Strongly
disagree

Strongly
agree

11. When confronted with decision-making situations involving uncertainty, this firm
typically adopts a cautious, ‘wait-and-see’ posture to minimise the probability of
making costly decisions (compared with a bold, aggressive posture to maximise the
probability of exploiting potential opportunities)
Strongly
agree

Strongly
disagree

12. The top managers of this firm have a strong proclivity for high-risk projects (with
chances of very high return) rather than low-risk projects (with normal and certain rates
of return).
Strongly
disagree

Strongly
agree

13. Employees in this firm are encouraged to take calculated risks with new ideas.
Strongly
disagree

Strongly
agree

14. In dealing with the competitors, this firm typically initiates actions that competitors then
respond to.
Strongly
agree

Strongly
disagree

15. In dealing with the competitors, my firm is often the first business to introduce new
products/services.
Strongly
disagree

Strongly
agree
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16. The managers of this firm have a strong tendency to ‘follow the leader’ in introducing
new products or ideas.
Strongly
disagree

Strongly
agree

17. This firm avoids confrontation with the competitors, and lets them to take actions.
Strongly
disagree

Strongly
agree

18. In general, our business takes a bold or aggressive approach when competing.
Strongly
disagree

Strongly
agree

19. Our business competes intensely in the furniture industry.
Strongly
agree

Strongly
disagree

20. We try to undo and out-manoeuvre the competition as best as we can.
Strongly
disagree

Strongly
agree

Part Three: Firm Performance
Please answer all questions by marking one point along the line that represents your opinion on
each statement. There are no right or wrong answers.
Example:
Much
worse

Much
better

1. Compared to previous years (since 2007), sales of our products in 2009 in terms of
volume (unit) are now ………
Much
worse

Much
better

2. Compared to previous years (since 2007), sales of our products in 2009 in terms of
rupiah are now ……….
Much
worse

Much
better
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3. Compared to previous years (since 2007), our annual profit in 2009 is now
………………..
Much
better

Much
worse

4. Compared to previous years (since 2007), the number of full-time employees in our
firm in 2009 has become …………
Much
lower

Much
higher

5. Compared to previous years (since 2007), the number of part-time employees in our
firm in 2009 has become …………
Much
lower

Much
higher

6. Compared to previous years (since 2007), our average late product deliveries in 2009
are now ………
Much
worse

Much
better

7. Compared to previous years (since 2006), the number of complaints about our products
in 2009 is now ……….………
Much
lower

Much
higher

Thank you for your time in completing the questionnaire. I really appreciate it.

University of Wollongong NSW 2522 Australia
Telephone: +61 2 4221 3751
Facsimile: +61 2 4221 4709
Email: sbs@uow.edu.au
Web: www.uow.edu.au/gsb
CRICOS Provider No. 00102E
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APPENDIX 5: INTERVIEWS GUIDELINE FOR QUALITATIVE METHODS
(PHASE TWO)
Section 1: Business Background

Objective:
To obtain business background data

1. How long have you been in this business?
2. Have you had experience working in this industry before?
3. How many full-time employees do you have?
4. Did you inherit this business from your family or set it up yourself?
5. What type of furniture products does your company produce?
6. In which markets do you sell your products?
7. If you sell your product to foreign markets, how do you export?
Section 2: Autonomy

Objective:
To understand the implementation of autonomy in the
company

1. How do you manage the individuals in your firm?
2. Do you allow individuals or team in your firm to decide on their own how to do their work?
Please explain.
3. Do you give individuals or team in your firm the opportunity to propose new ideas and
proceed with them to completion? Please expand.
4. Do you encourage individuals or teams in your firm to pursue business opportunities and
make decisions on their own without constantly referring to their supervisors? Please
expand.
Section 3: Innovativeness

Objective:
To understand the implementation of innovativeness in
the company

1. Would you say your firm has marketed many new lines in the past few years? Please give
some examples.
2. Would you say that changes in your product lines are major/minor in nature? Please give
examples.
3. How do you deal with changes in market preferences?
4. How long does it take from the design stage to finished product?
5. How do you seek, develop and apply new knowledge?
6. How do you manage to stay innovative?
7. How do you find potential markets?
8. How do you market your product?

Section 4: Risk-Taking

Objective:
To understand the implementation of risk-taking
practices in the company

1. What kinds of uncertainties do you deal with in the furniture industry?
2. How do you deal with such uncertainties in your industry?
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3. Is your firm considered bold? Please expand.
4. What would you do if faced with a high-risk project with a very high return?

Section 5: Proactiveness

Objective:
To understand the implementation of proactiveness in
the company

1. How do you identify business opportunities?
2. How do you respond to business opportunities?
3. Would you say your firm is often the first to introduce new products into the market?

Section 6: Competitive Aggressiveness

Objective:
To understand the implementation of competitive
aggressiveness in the company

1. In most cases, do you respond to actions that competitors initiate or do you initiate actions
that competitors then respond to?
2. How do you respond to your competitors’ actions?
3. Do you have a very competitive undo-the-competitor posture?

Section 7: Business Performance

Objective:
To obtain firm-performance information

1.

How do your sales (in units) this year compare to previous years? Is the trend increasing or
decreasing?
2. How do your sales (in rupiah) this year compare to previous years? Is the trend increasing or
decreasing?
3. How does your profit this year compare to previous years? Is the trend increasing or decreasing?
4. How does the number of employees in your firm this year compare to previous years? Is the trend
increasing or decreasing?
5. How frequently does your firm deliver your products on time to your customers? Please explain.
6. Could you tell me the number of complaints you received from your customers this year (2009)?
7. What kind of complaints usually do you have?
8. What do you do to retain your customers and achieve repeat orders?
9. What is the most important thing in assessing how well the business is doing?
10. What other factors do you think are important to your business performance? Why?
Is there anything else you would like to add that has not been covered in this interview so
far?
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APPENDIX 6: UNIVARIATE OUTLIERS TEST

Zscore
Zscore(X1)
Zscore(X2)
Zscore(X3)
Zsore(X4)
Zscore(X5)
Zscore(X6)
Zscore(X7)
Zscore(X8)
Zscore(X9)
Zsore(X10)
Zscore(X11)
Zscore(X12)
Zsore(X13)
Zscore(X14)
Zscore(X15)
Zscore(X16)
Zscore(X17)
Zscore(X18)
Zscore(X19)
Zscore(X20)
Zscore(X21)
Zscore(X22)
Zscore(X23)
Zscore(X24)
Zscore(X25)
Zscore(X26)
Zscore(X27)

N

Minimum Maximum
145
145
145
145
145
145
145
145
145
145
145
145
145
145
145
145
145
145
145
145
145
145
145
145
145
145
145

-1.92104
-1.6427
-1.97952
-1.90136
-2.12593
-2.698
-2.91676
-2.98304
-1.88535
-2.36025
-2.09223
-2.38155
-2.69239
-2.83053
-3.10166
-2.11549
-2.69796
-2.03658
-3.1981
-2.62891
-2.02157
-2.56288
-2.29897
-2.81814
-2.472405
-2.48407
-2.21101
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2.33158
2.74676
2.2335
2.37509
2.65646
1.7803
1.85785
2.1403
2.53081
1.81891
2.78773
3.1464
2.15016
2.49508
3.03263
2.4908
2.78037
2.18965
2.07299
2.02438
2.44602
2.4685
2.62815
2.39656
2.79289
1.81271
1.79122

APPENDIX 7: MAHALONOBIS D-SQUARED VALUE

Observation
number

Mahalanobis
d-squared

p1

p2

Observation
number

Mahalanobis
d-squared

p1

p2

Observation
number

Mahalanobis
d-squared

p1

p2

52

44.987

0

0.005

70

30.47

0.063

0.001

142

24.496

0.221

0.102

12

44.025

0.001

0.006

112

30.215

0.066

0.001

101

24.396

0.226

0.09

2

43.786

0.002

0.002

10

30.168

0.067

0

62

23.957

0.244

0.163

9

43.078

0.002

0

16

29.917

0.071

0

120

23.673

0.257

0.209

49

39.407

0.006

0.002

93

29.624

0.076

0

73

23.55

0.263

0.201

100

37.784

0.009

0.003

4

29.236

0.083

0

42

23.225

0.278

0.273

54

36.423

0.014

0.004

61

29.082

0.086

0

15

22.883

0.295

0.368

50

36.069

0.015

0.002

138

29.005

0.088

0

18

22.856

0.296

0.315

53

36.045

0.015

0

8

28.694

0.094

0

90

22.57

0.31

0.39

145

35.736

0.017

0

141

28.285

0.103

0

116

22.547

0.312

0.335

110

34.604

0.022

0

3

28.283

0.103

0

77

22.535

0.312

0.279

96

33.987

0.026

0

20

27.887

0.112

0

92

22.428

0.318

0.268

7

33.855

0.027

0

72

27.448

0.123

0.001

56

22.246

0.327

0.293

71

33.331

0.031

0

68

27.261

0.128

0.001

131

22.008

0.34

0.348

74

32.446

0.039

0.001

59

26.915

0.138

0.001

108

21.717

0.356

0.437

17

31.233

0.052

0.004

103

26.843

0.14

0.001

24

21.289

0.38

0.608

5

31.016

0.055

0.003

65

26.244

0.158

0.003

97

20.519

0.426

0.889

1

30.765

0.058

0.002

63

25.028

0.2

0.064

135

20.393

0.434

0.892

51

30.707

0.059

0.001

14

24.563

0.219

0.123

114

20.091

0.452

0.936
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Cont’d…
Observation
number

Mahalanobis
d-squared

p1

p2

Observation
number

Mahalanobis
d-squared

p1

p2

Observation
number

Mahalanobis
d-squared

p1

p2

57

20.089

0.452

76

19.874

0.466

0.912

26

18.087

0.582

0.965

35

16.097

0.711

0.992

0.934

104

18.034

0.585

0.959

19

15.967

0.719

0.993

81

19.739

0.474

0.939

41

17.923

0.592

0.96

94

15.833

0.727

0.994

6

19.397

0.496

0.972

79

17.904

0.594

0.947

36

15.776

0.73

0.993

40

19.387

0.497

0.96

99

17.787

0.601

11

19.35

0.499

0.95

60

17.715

0.606

0.949

129

15.623

0.74

0.994

0.944

115

15.59

0.742

0.992

67

19.055

0.518

0.974

91

17.625

0.612

0.942

127

15.267

0.761

0.997

21

19.015

0.521

0.967

109

17.552

0.617

0.936

117

15.217

0.764

0.996

64

18.971

0.524

0.959

48

17.484

0.621

0.928

46

15.136

0.769

0.996

143

18.865

0.531

0.959

31

17.215

0.639

0.959

98

15.078

0.772

0.995

102

18.73

0.539

0.963

139

17.152

0.643

0.953

13

14.847

0.785

0.997

25

18.726

0.54

0.948

44

17.11

0.646

0.943

78

18.646

0.545

0.943

122

16.62

0.677

0.987

111

18.632

0.546

0.925

119

16.5

0.685

0.988

66

18.574

0.55

0.914

140

16.488

0.686

0.982

55

18.455

0.557

0.918

80

16.327

0.696

0.986
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APPENDIX 8: TOTAL VARIANCE EXPLAINED
Component
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19

Initial Eigenvalues
Total
3.986
3.234
2.288
1.889
1.591
.986
.670
.587
.520
.458
.405
.376
.357
.331
.315
.306
.261
.244
.195

% of Variance

Extraction Sums of Squared Loadings

Cumulative %

20.978
17.021
12.043
9.944
8.374
5.188
3.527
3.088
2.739
2.411
2.130
1.977
1.881
1.743
1.660
1.613
1.373
1.285
1.024

20.978
37.999
50.042
59.987
68.360
73.548
77.075
80.164
82.902
85.314
87.444
89.421
91.302
93.045
94.706
96.318
97.691
98.976
100.000

Total
3.986
3.234
2.288
1.889
1.591

% of Variance
20.978
17.021
12.043
9.944
8.374

Extraction method: principal component analysis
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Cumulative %
20.978
37.999
50.042
59.987
68.360

Rotation Sums of Squared Loadings
Total
3.164
2.806
2.596
2.379
2.044

% of Variance
16.651
14.769
13.662
12.522
10.756

Cumulative %
16.651
31.421
45.083
57.605
68.360

APPENDIX 9: EXAMPLE OF FIELD NOTES
Wednesday, 17 February 2010
06.20 am:
I am leaving Semarang for Jepara by car. The distance between Semarang - Jepara is about 82
km and it takes about 1 hour 40 minutes to go there. When I am approaching Jepara, I see
many furniture stores and workshops along the highway, particularly in Tahunan area. Jepara
is known as one of the wooden furniture centers in Central Java. I go directly to R8’s
workshop and office as I have an appointment to interview him there. It is located at a main
street of Ngabul, Jepara. I arrive there at 08.00 am. A gentleman who is sitting in front of the
building asks me to wait in the office because R8 and his employees are having an Islamic
prayer and short religious lecture. He says that this is a routine ceremony conducted in
working days from 7.45 – 8.15 am before they start working. This activity reflects the
character of Jepara, which is known as an Islamic city.
After their religious ceremony finishes, most of the employees go to the workshop and two of
them enter the office to start working. The workshop is located at the back of the building and
the office is at the front. Unlike most of the previous SMEs that I have visited, R8’s workshop
and office are separated from his house. R8 comes in and greets me. R8 looks young, maybe
he is in his mid-thirties. He apologies that I had to wait for him. He then invites me to see his
workshop where his employees are working. Some of them are working using machines, some
using hand-tools. R8 explains to me the process in his workshop. He also explains the function
of his machines. I ask his permission to take photos in his workshop and he is okay with that.
In addition to male employees, I also see a few female employees working there. They are
doing a relatively minor job that does not require a specific skill, such as sanding the furniture.
It seems that the furniture industry is traditionally a male job.
After giving me a tour in his workshop of about 10 minutes, R8 invites me to his office and I
start interviewing him. He is very polite and friendly. Before starting the interview, I ask his
permission to record the interview. He agrees and he signs a consent form that I have prepared
for this interview. During the interview, sometimes he receives telephone calls from his
mobile. From the interview, I can assess that R8 is an educated person. The interview goes
well and it lasts about 45 minutes.
09.15 am:
I am leaving R8’s office and going to R9’s house as I have an appointment to interview him
this morning. R9’s house is not far from R8’s. It takes less than 10 minutes to arrive there.
R9’s workshop is next to his house. It is a modest workshop. I see that three workers are
working there using hand-tools. When I knock at R9’s house, his wife opens the door. She
says that R9 went to the sawmill just now to cut his timber. She also says that R9 is expecting
me in the sawmill. She then gives me direction to go to that sawmill. It is not far from his
house. So I go to the sawmill to meet R9. He is there, waiting for his turn to be served. R9 is
in his mid-forties. He greets me and apologies for not being at home when I arrive. He says
that he always brings his timber here to be cut because he does not have facilities to do so. In
that sawmill I see there are two trucks loaded full of timber waiting for their turn. This
sawmill is in an open space with giant saws working with loud noises. One by one pieces of
timber are unloaded from the truck by the workers and brought to the saws to be cut in sizes as
required by the furniture makers. R9 is willing to be interviewed at the sawmill. He also
agrees to be recorded and signs the consent form that I submit to him. The interview is
conducted with a background of noise from the saws. Sometimes, I need to repeat my
questions because R9 cannot hear clearly due to the noise. Likewise, I ask him to repeat his
answer occasionally. The interview is conducted using the Indonesian language. However,
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sometimes R9 answers my questions using the Javanese language, a local language used daily
by people in Central Java. The interview lasts for about 40 minutes. Before leaving the
sawmill, I ask the sawmill supervisor whether I can take photos there and he gives me
permission to do that.
10.30 am:
I go to R10’s house. His place is quite far from the sawmill where I interviewed R9. After
asking directions a couple of times from people there, I arrive at R10’s house. It takes about
20 minutes to go to R10’s house in a village. I see R10 has a guest in his living room. When
R10 sees me arrive at his house, he greets me. His wife comes along and also greets me. He
introduces me to his guest, who is his local buyer. From the way they talk, it seems that R10
has a good relationship with his buyer. They talk in Javanese. I see some drawings of table and
lounger designs on R10’s table in the living room. I think the buyer wants to show R10 the
furniture design he want to order from him. R10 allows me to see the process of ordering
between him and his buyer, which is conducted against the background of noises that come
from his workshop across his house. From the drawing and the specification requirements
shown by the buyer, R10 calculates the cost of production using his calculator. He then
proposes the price to the buyer. The buyer then haggles. The negotiation process takes about
10 minutes in a relaxed situation before they finally close the deal. R10 gets an order from his
local buyer. He and his wife look happy. After his buyer leaves his house, R10, accompanied
by his wife, is ready to be interviewed. R10 provides his consent for the interview to be
recorded. R10 and his wife are in their early forties. The interview is conducted mostly in
Indonesian. Sometimes R10 replies in Javanese. He apologies for that because, according to
him, he is more comfortable speaking in Javanese. His wife laughs and agrees with him. She
occasionally adds to the information provided by her husband. The interview lasts about 45
minutes. After the interview, R10 asks me whether I want to see his workshop that is located
across his house. Of course I agree with his offer. Six workers are working there and two
workers are unloading plank-timber from the pickup. The production facilities in his workshop
are relatively modest. Two workers are smoothing wooden tables using sandpaper, while other
workers are cutting timber into small sizes. At the back of his workshop, there is a big oven to
dry the timber. It is called a dry-kiln. R10 gives me permission to take photos in his workshop.
After 15 minutes in his workshop, I then prepare myself to leave. I thank R10 and his wife for
their time and willingness to participate in this interview. While walking to my car, I hear a
prayer call from the nearest mosque in that village.
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APPENDIX 10: EXAMPLE OF TRANSCRIPT
Category
Respondent’s no
Location
Date
Duration
Situation

Q
A
Q
A
Q
A
Q

:
:
:
:
:
:

A

:

Q
A
Q
A
Q
A
Q
A
Q
A
Q
A
Q
A
Q
A
Q
A
Q
A

:
:
:
:
:
:
:
:
:
:
:
:
:
:
:
:
:
:
:
:

Q
A

:
:

: SMEs
: 13
: Semarang
: 24 February 2010
: 62 minutes
:The interview takes place at R13’s office next to his house in the same
yard. His workshop is located in another place, separated from his house.
Three administrative staffs are working in his office when the interview is
carried out. R13 is relatively young, in his mid-thirties. He is very friendly,
enthusiastic and talkative. The interview lasts more than 1 hour. Sometimes
he has to excuse himself to receive calls from his mobile. It seems that he
talks about business with his callers.

How long has this company started?
O…it’s quite long….. 1989
Is it your own business?
No, it’s my family’s……
So…when did you start to involve in the operation of this company?
In 2000
Before you joined in this company, have you had any experience working in the
furniture business?
No, never. After I graduated from university in Jogyakarta, I graduated from the
Agriculture faculty, I worked for an agriculture company. Then after 2 years I worked
there, my family asked me to work in this firm. Okay, I’ll try, I said. At first, I worked in
the production process.
How many full-time workers do you have at the moment?
85 people
What process do you carry out in this firm?
From raw materials, timber logs until finished products
Where do you sell your product?
100% export
So you export your entire product. Direct or indirect export?
Direct export
So you sell your product directly to foreign buyers overseas
Yes….
In which countries do you sell your products?
I export to the Netherlands routinely. I also send to Finland, France, and also USA…
How frequently do you mean by routinely?
I send two containers there every month
Two containers every month…to the Netherlands?
Yes, to the Netherlands
What is your product that you export?
Indoor…
Who decides the design for your product?
Basically, we have the basic product design. For example: a cupboard. Then the buyers
give comments about our product design, adding or subtracting something for a better
design. Since the market of each country has its own characteristics, the buyer who will
sell our products to different countries will ask for different designs. So we adjust our
designs based on their comments.
So the markets have different tastes….
Yes, they have different tastes…and we adjust our products in accordance with their
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Q
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Q
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:
:

Q
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:
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Q

:

A

:

Q
A
Q
A

:
:
:
:

Q

:

A

:

Q

:

tastes. That is for regular orders. We also receive a special order or pure customised.
For example, there is an unoccupied house, then the customer asks us to stock the house
with the complete furniture for their house
Are they overseas customers?
Yes, they are. They send us a sketch drawing that we will change into a 2 D (dimension)
technique drawing…Through email, we send our 2 D drawing.
The customer then makes a correction, with the assistance of a designer in their country, in
terms of size, detail, and so on. It takes about 2-3 months for the big house. However, for
the small house, it may take only 1 week. After everything is fixed, meaning he agrees in a
drawing, then we can start to process…
Um…..
So…from the drawing we will break it down into its components, assemble it and then do
the finishing as per the requirements. Finally, we will send it to the customer overseas. So
the customer only provides a rough description and discusses it with the designer there
who will then draw a sketch using a pencil. Later on, this sketch will be sent to us. We will
translate this sketch into a technical drawing with the given measurements. We send our
design to the customer again who will make a correction on our drawing. So as I
mentioned before, we have two kinds of orders, regular and special orders.
Special order is like you stock the house…
Yes. For regular orders, buyers buy furniture from us, then they sell it in their
showrooms. People there will come and buy the furniture from their showrooms.
How is the process for a regular order?
Usually we, me and buyers, discuss it….For regular orders, we propose the design first,
and sometimes they provide sketches only. Frequently, all the ideas are from us. We
suggest to them that it is better we use this feature. They then make some corrections, for
example to make it deeper, better, more interesting,…then okay, they eventually agree
with the design. Now we have to make a sample. If they agree with the sample, we will
start the production. Usually there will be repeat orders 5 to 6 containers onward
It means that you, as producer, also propose ideas for a design?
Of course, particularly for customised products. It is completely from us. Customers
only send us the measurements, the functions (of the furniture), and we will do the details
until the production
It means that for custom-made items, it will be a new product, won’t it? As the customer
preferences are different
Yes…It’s very different, you’re right. And that’s difficult. To do custom-made product
is difficult because the customers have high taste as they are rich. They are perfectionists.
Um…..
It means that the manufacture must be good; the design must be good as well….
It means that its price will be more expensive…
Absolutely. Regular orders also use our design. Our buyers do repeat orders. We do
product innovation in order to survive in competition.
Yes, you’re right, from the custom-made product we can produce new designs, because
customer’s demands actually represent the real customers or market. They keep
changing.
It’s very interesting, sir, so the furniture-makers do not only make the products from
the buyer’s design, but also propose new ideas. How do you get potential buyers?
Through trade fairs. I join in a product-export exhibition held by BPEN (National Export
Development Agency, one of the government institutions to support Indonesian exports) in
Jakarta regularly. In that exhibition we can introduce our new products. Besides, I also
frequently participate in trade fairs, domestic and overseas.
Do international buyers attend the exhibition?
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Many…they come to the exhibition so they know our products. For example, in the last
exhibition, thank God I got orders from Finland, and I’m still approaching buyers from
France, Egypt and US ...
As a manager, how do you manage your employees? Do you allow individuals or team
in your firm to decide on their own how to do their work?
Absolutely. I’m sure that my workers know what they have to do, because they are not
new in this business. They have experience. They can decide which work method suit
them better.
Do you provide an opportunity for your employee to propose some ideas?
Of course. I really feel that employees are our assets. We are always welcome to all new
ideas, whether proposed by an employee, a supervisor,...anyone. It’s like in ISO, there is
continuous improvement, meaning that there is a positive change….So, for example we
processed the furniture using an available system, but the result turned out unsatisfying.
We then analysed it. Then we called a meeting where employees could propose ideas to
make it better. So, the key to efficiency is not top-down, but bottom-up…
Is it possible for the worker to say…this is a better way to cut this timber, to join this
timber…, to propose some ideas?
It’s very possible.
You are the manager in this firm. Do you provide an opportunity for your employees to
find or get orders?
No, I don’t. All orders are from me, I get it all
In this furniture business, what kind of uncertainty you are dealing with?
Many, ma’am. But the most important is the supply of timber. We feel that the
Government doesn’t take care of us; for example, in the availability of raw material. If the
government realises that the main core of furniture industry is timber, they must have a
program that gives priority to maintaining the sustainability of timber. However, there is
no long-term agenda that synchronises the timber planters and the consumers. At the
moment, there is no long-term agenda that synchronises the timber planters and the
consumers. They don’t care who will grow it and who will use it. There is no
sustainability. We have many furniture makers in this industry, but the availability of
timber is limited
How do you deal with this condition?
I have to find timber myself. I do not rely on timber from Perhutani (Indonesian Forestry
Enterprise owned by the Indonesian government)
What kind of timber do you use? Where do you get your raw material?
I use mahogany only. I get it from village people…in Ambarawa
So you don’t buy it from Perhutani?
No, I don’t, because timber from Perhutani is expensive. From here we know that the
government never cares about the furniture industry. In fact, the government doesn’t have
to teach us in doing business, we can do it ourselves. But we need their support to make
timber available.
So you think that the government doesn’t support this industry?
Yes, we have paid tax, insurance for workers…but why doesn’t the government support
us, like providing facilities for workers in this industry such as cheaper housing,
transportation… So all the money we give to the government…we don’t know where it
goes… It is supposed to be spent for industry interests, such as to plant 1 million hectares
of mahogany in Sumatera or Kalimantan…That is needed for the sustainability of this
industry, isn’t it? So far, some of my friends import their raw material…they buy timber
from overseas…
Is it because the price of timber from imports is cheaper? Or because they can’t find
similar timber in Indonesia?
Because of market demand…and also the price is cheaper… Here, in Indonesia, people
always say that the timber sources are many; the timber is readily available...it’s all

241

Q
A

:
:

Q
A

:
:

Q
A

:
:

Q
A
Q

:
:
:

A

:

Q
A
Q
A

:
:
:
:

Q
A

:
:

Q

:

nonsense. Turns out timber from Canada, New Zealand and the US has been sold in
Indonesia. It is processed here to make furniture, and then sent to their countries again…
Can this process cover the cost for buying imported timber?
Yes, it can. It proves that bureaucracy in Indonesia is very complicated, and that makes the
timber cost increase. For example, the price of teak with a diameter of 30 cm is Rp 3.5
million per cubic meter; with additional costs of between Rp 1.5 million and Rp 2 million,
so the total price of timber that we have to pay is Rp 5 million, and it should be paid in
advance. Moreover, if we buy timber at auction, the price will reach up to Rp 7 million,
but the selling price of the furniture remains fixed – ha…ha…
How about the competition with other countries, such as China, Vietnam…
Er…I got the data in 2006, the value of…furniture from Indonesia was US$1.5 million,
meanwhile in China…US$15 million. You know…before it was the other way round, our
production was twice that of China. They use timber from Kalimantan for garden
furniture...It’s cheaper there…I don’t know how to make it cheaper…maybe their
government supports them…
How about the Indonesian government?
We (business people) used to live by ourselves….There is no comprehensive program
from the government…it’s always something that cracks in the middle….such as in
furniture, raw material (timber) is from Perhutani, which is expensive. They provide
training, but there is no order. Employees don’t care about the company’s situation, they
ask for a good wage…From a long time ago, all businesses, small or large companies, are
self-sufficient. They look for the capital, the buyers, raw materials, they carry out product
innovation, and all by themselves. They feel that the government never helps them. There
is no scheme to make business people able to succeed…
Is your firm considered bold in terms of taking business risks?
I guess so – ha...ha…
Suppose you are offered a big order with a big risk, but it is also promising in terms of
profit. When you are faced with this situation, what will you do?
I will calculate all the possibilities. As human resources in this firm are limited, we
usually consider three factors in receiving orders. Firstly, a design requirement. Secondly,
a delivery, and thirdly the price. Based on these factors, we will hold a meeting and we
will discuss whether we will accept this order or not. For example, last month I got an
order to make a Bugis tower from mahogany. It was a very complicated design with a
height of 10 metres. It was very difficult and I had never made it before. Yet I accepted the
order because the price was also good. Inside of the construction is steel…to make a joint.
It was difficult actually, but afterward we agree to make it…
So you dare to take the risk?
Turned out I dare to take the risk – ha…ha…
Are you satisfied with your current buyers?
I’m still looking for new buyers…still looking for…In the past with my current buyer,
particularly from the Netherlands, we were not allowed to sell our product to other buyers,
because all of our capacity was used up by our buyers. They made long-term orders. So
every time I made furniture, I needed to send it all to them. They always bought all my
furniture.
Was there any written agreement that forbade you to sell to other buyer?
Oh... no…no…But I don’t want to put the eggs in one basket – ha…ha…I cannot rely
on one buyer only. So I have expanded our production capacity to serve other buyers. But
I make different products for these buyers. For the current buyer (from the Netherlands), I
make products for office, home cinema, er…what do you call…er…home
entertainment…there is a library, TV compartment…and so on…. For diversification, I
try to make a kitchen set, and modules that can be arranged to build, for example, a
cupboard or a book stand.
So you don’t want to rely on one buyer only, even though you have a good relationship
with him…and you are still looking for other buyers?
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Yes, correct.
How long have you been with your buyers on average?
17 years…In fact it’s nearly 20 years. This is for my buyer in the Netherlands.
How about your relationship with your other buyers?
Not so long, but for the buyer from the Netherlands…. We started in ’94. But in 2000, as I
said, they bought all of our capacity. So I could not serve other buyers. Starting from
2003, I have expanded the capacity, and have started to join product exhibitions again to
find new buyers
What do you do to retain the buyers or the customers, to make them satisfied with your
products and to get repeat orders? If they are not satisfied, they will go, won’t they?
I have to make product quality a priority to retain the buyers. We have to make good
furniture. It’s not only about a good process, but also the design. We develop our designs
continuously. We can’t use the design that we have been introduced for 10 years…it’s
hard to compete. We also emphasise afters-sales service.
What do you mean by after-sales service?
Sometimes, when we deliver the product, particularly for custom-made, to buyers
overseas, they will assemble the furniture in their countries. We will send additional
components just in case they make a mistake in assembling the product.
How about price?
Price? …..no.
It means, your product is not cheaper than competitor’s products?
No…I have many more expensive products, but I’m committed to quality
Could you give me an example about what you call quality?
For example, if we use mahogany as raw materials, we will use 100% mahogany, we will
not mix it with other timber…..We should treat the timber with care before using it to
make furniture. Sometimes there is an insect in the mahogany, so we put it in disinfectant
liquid, then in the dry kiln to dry it, and so on.
Then we have to make a precise measurement as requested. For other furniture makers,
sometimes they make their product thinner so they can save money…I don’t like this
practice. And then is the final finishing process, when the buyers ask for clean and smooth
surfaces of furniture. So we have to make sure what we do fits with the contract.
How is the competition in the wood-furniture industry in Indonesia? Is the competition
intense?
Very intense. Even to find a buyer requires hard work. Competitors are not only from
Indonesia but also from foreign countries. For example, in a trade exhibition, the number
of buyers and the participants are almost equal. That’s true, we have to fight to get an
order from a buyer. Usually, if you attend an exhibition, there will be a copy of our
product, a copy-and-paste – ha…ha…
Was that an exhibition in Indonesia?
Yes, in Indonesia. But it was the same with the exhibition overseas. For example, in
Singapore, I brought a modules product in that exhibition last time. No-one brought a
modules product. Turned out, in the next exhibition in Jakarta, I saw a modules product
similar to mine. Sadly, even though I got orders for my kitchen product in that exhibition,
I couldn’t get order for my modules product. In contrast, my competitors who copied the
modules from mine, were sold out – ...ha…ha…..
Are there intellectual-property rights to secure your design in this industry?
No, there aren’t, we don’t have intellectual-property rights here. I have tried to consult
about property rights, but they said that a slight change in features would mean it would
not be considered to be an imitation. So, for example, the length of my product is 100 cm,
and they are 98 cm, so they will not be considered to be imitating my product. It’s
ridiculous, isn’t it? – ha…ha….
So the exhibition is the place to show off your product and also the place to imitate each
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other’s product ha…ha…To know new products…
Yes, you’re right. So the war is also in there (in the exhibition). Why? Because you can
get the product from one stand with the price of Rp 100 thousand, and in the next stand
you can get the same product with price of Rp 90 thousand. The buyer comes to the last
stand that sells for Rp 90 thousand. The next day the first seller change the price to Rp 80
thousand, and the buyer will come to this stand, and it will continue…price wars in the
exhibition…
Ha…ha…ha…
Actually, all participants in the exhibition are friends. They will chat and laugh
together, but they also compete with each other, for example by offering a similar

product with a lower price.
How do you react with such competition, when the competitors copy your product but
with the lower price?
I can’t do anything. In fact, it really happened to me. My collections for 12-15 years,
such as book-cases, have been copied by other furniture makers. There were 7 out of 15
characters of my collections that were copied by people in Jepara and sold to my buyer.
My buyer then brought the brochure and showed me the same product as mine but with
the cheaper price. So I just said to him, if you want to order from them, it’s okay by me.
But my buyer insists on ordering it from me, because he trusts my product quality. I sold
with the price of Rp 350 thousand, and they sold at Rp 275 thousand. But we don’t know
how their quality is.
Oh…the price difference is quite large…
Rp 275 thousand, they even didn’t get a profit, I’m sure, if they used legal timber and an
appropriate process. Normally, the profit is about 10% up to 20%...that’s very special…
So commonly the competition is based on the price and quality?
Yes…and copying each other – ha...ha…
How do you respond to these competitors’ actions?
I do not do anything. I just make a quality product with a good process, and let buyers
decide which product the will buy
So you do not challenge them?
No, I don’t. I just let them do it. Because we are the same, furniture makers. I will not
fight with them
How about your sales in 2009 as compared to previous years, for example in 2008 and
2007?
In 2008 was good, but in 2009 there was a slight decrease because the orders also
decreased. However at the end of 2009 it increased again. Hopefully in 2010 it will be
normal again…
Do you know why the declines happened?
I think the global financial crisis affected the decline of our product sales, as all my
markets are overseas. I think because furniture is not considered as a basic need, not an
essential product. So its demand depends on economic fluctuation.
Did it affect your profit?
Of course. My profit declined in 2009 as well.
How did it affect your employees? Did you reduce the number of full-time employees
Not really, because, in addition to full-time workers I hire part-time workers. It helps
especially when the orders increase. So when the orders decline, I reduce the number of
these part-time workers
How frequently do you receive complaints from your buyers?
Not frequently, in fact it’s seldom. If they complain about our product, like yesterday, we
will replace it immediately. But it’s only a few complaints, not frequent, because we have
known each other well, so if they complain, we will respond to it immediately.
What is the most important thing in assessing how well the business is doing?
For us, the most important thing is if we can cover all our expenses, buy timber, pay our
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employees. Of course increasing sales and particularly profit is important for us –
ha…ha…We have bookkeeping, so we know whether we make a profit or not
Okay, thank you very much for your time and your information. It’s very important for
me.
You’re welcome
Do you have anything to add to your information?
…No, I think it’s enough. You can contact me if you still need more information, okay?
Thank you very much, I really appreciate it.
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APPENDIX 11: CHARACTERISTICS OF RESPONDENTS INTERVIEWED
Variable
1. Gender:
2. Age:

3. Position

4. Educational
background

5. Years of
establishment

Category
(1) Male
(2) Female
(1)
(2)
(3)
(4)
(5)

less than 30
30 – 39
40 – 49
50 – 59
60 and above

%

R1

R2

R3

R4

R5

R6

R7

R8

R9

R10

R11

R12

R13

100
-

(1)

(1)

(1)

(1)

(1)

(1)

(1)

(1)

(1)

(1)

(1)

(1)

(1)

7.69
30.77
46.15
7.69
7.69

(1)
(2)

(2)
(3)

(2)
(3)

(2)
(3)

(3)

(3)

(3)

(4)
(5)

(1) Founder
(2) 2nd -generation in fam. firm
(3) 3rd generation in fam. firm
(4) other

84.62
15.38
-

(1)

(1) High school
(2) Diploma Degree
(3) Bachelors/Univ degree
(4) Master’s degree
(5) Other

61.54
7.69
30.77
-

(1)

(1) 5 – 10 years
(2) 11 – 15 years
(3) 16 – 20 years
(4) more than 20 years

38.46
23.08
30.77
7.69

(1)

(1)

(1)

(1)

(1)

(1)

(1)

(1)

(1)

(1)

(2)

(1)

(1)

(1)

(2)

(1)

(1)

(1)

(1)

(2)
(3)

(1)

(3)

(1)

(1)

(3)

(1)

(1)
(2)
(3)

(4)
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(3)

(2)

(2)
(3)

(3)

(3)

6. Number of
full-time
employees:

7. Location

8. Product

9. Product
markets

10. Type of
timber

11. Timber
drying

12. ASMINDO
membership

(1)

(1) 5 – 10
(2) 11 – 15
(3) 16 – 20
(4) more than 20

30.77
23.08
23.08
23.08

(1) Natural cluster
(2) Government-built cluster
(3) Other

53.85
23.08
23.08

(1) Indoor
(2) Outdoor
(3) Depends on the order

53.85
7.69
38.46

(1)

(1) Direct X only
(2) Direct X and to supply
local buyer
(3) Majority FC (dom.) & few
direct X
(4) Few FC (dom.) &majority
to supply local buyer
(5) Supply local buyer only

23.08
7.69

(1)

(1) Teak only
(2) Mahogany only
(3) Teak and mahogany
(4) Teak and other
(5) Teak, mahogany & other

30.77
15.38
53.85
-

(1) Natural method
(2) Accelerated method (drykiln)

38.46
61.54

(1) Yes
(2) No

23.08
76.92

(1)

(1)

(1)
(2)

(2)
(4)

(2)

(3)

(3)

(3)

(4)
(1)
(2)

(2)

(1)

(4)
(1)

(1)

(1)

(1)

(1)

(2)

(3)

(3)
(1)

(1)

(1)

(1)

(3)

(1)

(1)
(2)

(3)

(3)

(3)

(3)

(3)
(1)

(1)
(2)

23.08

(3)

(3)
(4)

30.77

(3)

(4)

(4)

(4)

15.38
(1)

(1)

(5)

(5)

(1)

(1)P

(2)
(3)P

(3)P

(2)

(2)

(3)

(3)

(2)

(2)

(2)

(2)

(1)

(1)

(2)

(2) P
(3) P

(1)

(3)

(3)

(1)

(1)

(1)

(2)

(2)

(1)
(2)

(1)
(2)
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(2)

(2)

(2)

(2)

(2)

(2)

(2)

13. Government
support

(1) Much
(2) Little
(3) None

7.69
38.46
53.85

(1)
(2)

(2)

(2)

(2)
(3)

Note:
X: Export

P: Perhutani, a forest company owned by the Indonesian Government

FC: Final customer

ASMINDO: Indonesian Furniture Producers Association
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(2)
(3)

(3)

(3)

(3)

(3)

(3)

APPENDIX 12: CHARACTERISTICS OF THE SAMPLE (….CONT’D)
Production activities
Production activities of the respondents were determined by customers or market
demand. They could work from timber (raw material) to finished product (27.6%), or
to unfinished product (37.2%). Some of them (11.0%) only did finishing and
packaging activities. However, 32.4% of the respondents carried out all the activities
in the furniture business in different proportions, in accordance with buyer requests.

Production Activities
Description

Frequency

%

From raw materials to unfinished furniture

24

37.2

From raw materials to finished furniture

35

27.6

Finishing and packaging only

41

11.0

Other

45

32.4

Total

145

100.0

Source: primary data.

Product markets
As many as 52.4% of the respondents sold their product only in a domestic market,
while 26.9% sold in foreign markets. The remainder (20.7%) marketed their products
in domestic as well as foreign markets. This study found that the majority of
respondents (60.87%) who sold their products in either domestic or foreign markets
did not sell directly to final consumers. Instead, they received orders from
middlemen or from other furniture producers.

From those respondents who sold their products to foreign markets, as many as
60.87% of them used agents/traders/middlemen in Indonesia to market their products
overseas. This means that the respondents received orders from local or foreign
agents/middlemen in Indonesia, who sent these products overseas. Only 33.33% of
respondents sold their products directly to foreign buyers/costumers. Interestingly,
5.8% of the respondents had their overseas buyers come to their warehouses to give
orders and manage the delivery to the buyers’ countries.
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Product Markets and Export Channels
Description

Frequency

Product markets
Domestic market only
Domestic and foreign markets
Foreign market only
Total
Export channels
Export directly to foreign buyer/
customer
Export via agent/middlemen/trader in
Indonesia
Other
Total

%

76
30
39
145

52.4
20.7
26.9
100.0

23
42
4

33.33
60.87
5.80

69

100.0

Source: primary data.

Timber for raw materials
There is a common belief in Indonesia that good quality wooden furniture is always
made from teak. Based on this belief, it is not a surprise that teak is the most
common timber used as a raw material by the majority of the respondents. Even
though teak is the most expensive timber, as many as 42.1% respondents used only
teak for their products. Moreover, the same proportion of respondents (42.1%) used
teak in combination with other timber (such as mahogany, acacia and timber from
fruit trees). Some respondents (11.7%) only used mahogany for their furniture, and
1.4% used timber from fruit trees. The latter is the type of timber that the Indonesian
Government has begun to promote recently due to the growing scarcity of teak.
Timber for Raw Materials
Description

Frequency

%

Teak only

61

42.1

Mahogany only

17

11.7

Teak and mahogany

15

10.3

Teak and other

22

15.2

Mahogany and other

4

2.8

Teak, mahogany and other

24

16.6

Other

2

1.4

Total

145

100.0

Source: primary data.
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Involvement in furniture trade fairs
Attending furniture trade fairs, domestic or overseas, provides furniture makers with
information about trends in furniture design and market demand. Furniture makers
gain more benefits when they participate in trade fairs in Indonesia or overseas, as
these events also offer opportunities to meet local or foreign buyers. The Trade and
Industry Office (Dinperindag) in Central Java sometimes provides support for SMEs
in the furniture industry in Central Java to participate in domestic as well as overseas
trade fairs. The involvement of respondents in trade fairs was as follows:

Attending domestic trade fairs
Even though trade fairs may be important for their business, more than half the
respondents (56.6%) never attended trade fairs held in Indonesia. For those who
managed to attend trade fairs (43.5%), 35.2% attended sporadically and only 8.3%
attended regularly.

Participating in domestic trade fairs
Seventy-one percent of respondents had never participated in a domestic trade fairs.
This means that the majority of respondents did not use these events to promote and
market their products. About 23% of respondents participated in domestic trade fairs
sporadically, and only 5.5% regularly.

Attending trade fairs overseas
As the majority of respondents were not interested in attending and participating in
domestic trade fairs, it is not a surprise that 85.5% of them had never attended
furniture trade fairs overseas.

Participating in furniture trade fairs overseas
Although the Indonesian Government through Dinperindag facilitates SMEs
participation in trade fairs overseas, most of the respondents (89.0%) did not use
these opportunities. Only 0.7% respondents took part in such events regularly, and
13.8% sporadically.
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Involvement in Trade Fairs
Description
Attending domestic trade fairs
Never
Sporadically
Regularly
Total
Participating in domestic trade fairs
Never
Sporadically
Regularly

Frequency

%

82
51
12
145

56.5
35.2
8.3
100.0

103
34
8

71.0
23.5
5.5

Total
Attending trade fairs overseas
Never
Sporadically
Regularly
Total
Participating in trade fairs overseas
Never
Sporadically
Regularly
Total

145

100.0

124
20
1
145

85.5
13.8
0.7
100.0

129
15
1
145

89.0
10.3
0.7
100.0

Source: primary data.
The survey shows that most of the respondents did not actively update information
about their current product designs and market demand, as they produced customised
products. This means that they relied heavily on their buyers/customers for
information about the product designs, suggesting that opportunities to interact with
furniture buyers/customers are important for their business development.

Marketing activities
Marketing was not considered important for the majority of respondents, and they
did not make an effort to carry out marketing activities. As many as 64.8%
respondents did not have a showroom, 80% of respondents did not have a website,
82.8% respondents never distributed brochures/catalogues and 91.7% respondents
never advertised their products through the newspaper or radio. Most of them relied
only on word-of-mouth marketing.
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Marketing Activities
Description
Provides a showroom
Yes
No

Frequency

%

51
94

35.2
64.8

Total
Provides a website
Yes
No

145

100.0

29
116

20.0
80.0

Total

145

100.0

Distributes brochures/catalogues
Never
Sporadically
Regularly
Total

120
17
8
145

82.8
11.7
5.5
100.0

Advertises in newspaper/radio
Never
Sporadically
Regularly
Total

133
8
4
145

91.7
5.5
2.8
100.0

Source: primary data.

Value proposition
Product price is not a value proposition that is pursued by the majority of
respondents. Only 6.9% of the respondents acknowledged that their competitive
advantage was price. Most of the respondents (88.9%) suggested that quality,
whether it was considered alone (20.0%) or in conjunction with other value
propositions (68.9%), such as price, product design and delivery, provided the
competitive advantage for their products.
Value Propositions
Description
Price
Quality
Price and quality
Price, quality, and other
Quality and other
Product design
Other
Total

Frequency
10
29
17
45
38
2
4
145

Source: primary data.
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%
6.9
20.0
11.7
31.0
26.2
1.4
2.8
100.0

APPENDIX 13: TIMBER TREATMENT PROCESS PRIOR TO
PRODUCTION
Timber logs need to be cut into suitable sizes for use in furniture making. The
majority of the respondents who did not have equipment to cut this timber logs
brought them to a sawmill that would cut it for them in return for payment. Except
for teak, the timber preparation process is continued by soaking the sawn timber in a
chemical solution to eliminate insects and fungi that can degrade timber quality.

Since more than half the weight of much freshly cut timbers consists of moisture or
sap, this moisture must be removed before the timber can be used for furniture
making. The process of removing the excess moisture from the wood is called
seasoning. Using conditioned (pre-shrunk) timber prevents further shrinkage of the
furniture, particularly when it is sent to countries with cold and dry climates. It also
allows a better finishing process. In other words, timber seasoning or drying
improves the quality of the furniture.

Respondents in this study practice used two methods for timber seasoning or drying:
1. Natural method. In this method timber is stacked in a certain arrangement in
the open air, where it is dried by the prevailing weather conditions. The
temperature, the humidity of the air and the speed of air circulation determine
the rate of drying. Some respondents in this study still used the natural
method of drying their timber due to their capital constraints, even though
this method takes longer.
2. Accelerated method. In this method, timber is stacked and placed in special
drying rooms or an oven called a dry kiln. The temperature, humidity and air
circulation of the dry kiln can be carefully controlled either manually or
automatically. For this reason, the drying process using a dry kiln is relatively
shorter than the natural method. It takes several days to dry the timber. Three
respondents, who used a dry kiln in their workshops, had received loans from
their buyers to build them due to their long-term relationships and trust. In
return, buyers got assurance from these SMEs that they would receive goodquality furniture.
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APPENDIX 14: EXAMPLE OF MATRIX IN CONTENT ANALYSIS
Concept: AUTONOMY
Variable
1. Opp for employees
to decide their own
work method

2. Employees play role
in identifying
business opp to
pursue
3. Employees decide
their own target

Category
(1)Yes, fully free
(2)Yes, but I am still
in
control
(3)Never
(1)Major role
(2)Minor role
(3)Never

(1) Always
(2) Sometimes
(3) Never

%
R1
15.38
46.15 (2)
38.46

R2

R3

R4
(1)

R5

(2)
(3)

R6

R7

R8

(2)

(2)

(2)

(3)

R9

R10

R11
(1)

R12

R13
(2)

(3)

(3)

(3)

100

(3)

(3)

(3)

(3)

(3)

(3)

(3)

(3)

(3)

(3)

(3)

(3)

(3)

100

(3)

(3)

(3)

(3)

(3)

(3)

(3)

(3)

(3)

(3)

(3)

(3)

(3)

(2)

(2)

(2)

4. Opp for employees
to propose ideas in
product design

(1)Always
(2)Sometimes
(3)Never

30.77
46.15
23.08

(1)

5. Opp for employees
to propose ideas in
product construction

(1)Always
(2)Sometimes
(3)Never

46.15
53.85
-

(1)

(1)

(1)

(2)

(2)

(3)

(3)

(3)

(1)
(2)

(2)
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(1)
(2)

(1)
(2)

(2)

(2)

(1)

(1)
(2)

(1)
(2)

6. Sources of business
opportunities

(1)owner/manager
(2)owner/manager &
sometimes from
employees
(3)owner/manager &
frequently from
employees
(4)mostly employees

100
-

(1)

(1)

(1)

-
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(1)

(1)

(1)

(1)

(1)

(1)

(1)

(1)

(1)

(1)

APPENDIX 15: EXAMPLE OF CODING PROCEDURE

Interview transcripts
It’s very common in many furniture firms that managers
do not always know the practice or the technique. Like me,
I used to work in marketing, so if the problem related with
timber exists, the workers or the carpenters are more
expert than me. They know the techniques for processing
timber better than me (R4)

CONCEPT: AUTONOMY
Open coding
- Some owners/managers are not
expert in techniques
- Workers are experienced
- Workers know the techniques

Category

Variable

Employees are fully free to
decide their work method

I give a freedom to my employees to do their job. They
know what they have to do, because they have had
experience in making furniture. So, they know the
techniques (R11)
I have experience working in furniture companies. So I
know this business, including the techniques. But I also
trust my employees, they are expert in making furniture.
They also have experience. So I give them freedom to
decide their work methods. Nonetheless, I still need to
control it (R3)

- Owner/manager has experience
in furniture business
- Employees are expert
- Employees have experience
- Owner/manager trust employees
- Employees can decide their
work methods

I have worked in a furniture company before, so I have
experience in this business. Even though my employees know the
techniques, I still have to supervise them. Sometimes when I give
them my drawing design, they do not understand how to make it.
So I need to explain clearly to them. They need directions (R2)

- Owner/manager has experience
in furniture business
- Owner/manager explain to
employees
- Employees need direction

I cannot let my employees decide their own methods. They have

- Employees cannot decide their
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Employees may decide
their work method but
owner/manager still in
control

Employees never decide
their own work method

Opportunities for
employees to decide
their own work
method

to wait for my instruction in doing their work because I know
how to make furniture better than them (R12)

own method
- Owner/manager knows better
than employees
- Employees follow
owner/manager’s instructions

My employees do not have role in finding business
opportunities. Of course I will not give them opportunity in
identifying business opportunities. Even though I trust them in
work, but if I allow them to find opportunities for this firm, still
there is a chance for them to give that opportunity to other
furniture makers. He can play as middlemen ha…ha…. Who
knows? (R2)

- No roles for employees in
finding business opportunities
- Owner/manager trust employees
in work but not in finding
business opportunities.

Employees never play a
role in identifying business
opportunities to pursue

I decide all targets in my firm, because I know the capacity and
the ability of this firm. So my employees cannot decide their own
target. They work for me, so I decide the target that they have to
achieve (R10)

- Owner/manager decide the
firm’s target
- Employees cannot decide their
own target
- Owner/manager decide the
target that employees have to
achieve

Employees never decide
their own target

It’s very possible that my employees propose ideas in
product design. As you know that not all orders we
received come with samples; instead, some use a photo or
a picture. However, turn out this photo or picture could
not be implemented for making the product. So we advised
the buyer: it has to be like this….like that. Most of the
ideas for changes came from employees, particularly from
production department (R1)

- Employees propose product
design improvement
- Most ideas come from
employees

Freedom to propose
product design for
employees

We are always welcome with all new ideas, whether they are

- New ideas from anyone in the
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Employees’ role in
identifying business
opportunities to
pursue

Employees decide
their own target

Opportunities for
employees to
propose ideas in
product design

proposed by an employee, a supervisor, ….anyone (R13)

firm

For customised product, all designs are from us. Mostly the
design is from me, but sometimes employees propose additional
design, to enhance my design.(R3)

- Customised product
- Employees sometimes propose
additional design

Employees are allowed to
propose product design

“…..for design…all is from me, because I have talent in
art”.(R2)

-

All designs from owner/
manager
Employees do not propose ideas
for product design

No opportunities for
employees to propose
product design

Product is not steady
Propose construction
modification
Workers propose ideas

Freedom to propose
product constructions for
employees (always)

-

Buyers bring pictures or photos when they want to order from
me. It is common that when we make the product based on those
pictures or photos, they are not steady enough. I discussed with
my workers to overcome the problem. Then we propose to
buyers to modify the construction, not the main design. For
example, we propose an additional leg for a lounger. Here, it is
common that the idea for a better construction comes from my
workers (R11)

-

As I make garden furniture, the designs are always from buyers. I cannot change the designs, but I can propose ideas to buyers about the product constructions because sometimes they are not strong enough. If I cannot come up with a steady construction,
sometimes I ask my employees (R12)

Design from buyer
Propose product construction
Sometimes involve the
employees

Do you provide an opportunity for your employees to find or get
orders?
No, I don’t. All orders are from me, I got it all (R13)

Employees are allowed to
propose product
construction

Owner/manager is the only
source
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Opportunities for
employees to
propose ideas in
product
construction

Source of business
opportunities

APPENDIX 16: PHOTOS

Photo 1 Picture of product design

Photo 2 Sample of product design
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Photo 3 Modest production process 1

Photo 4 Modest production process 2
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Photo 5 Automated production process 1

Photo 6 Automated production process 2
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Photo 7 Dry kiln

Photo 8 Female employees
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APPENDIX 17: DECLARATION OF PROFESSIONAL EDITING
ASSISTANCE
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